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Preface 



r HEN CHANGE PUBLISHED ITS FIRST POLICY- PAPER, FA& 
uity Development in a Time 0/ Retrenchment, few could have antici- 
pated its* considerable impact ton American faculty. It has become 
the best-selling volume dn the topic in higher education. 

What has*emerged in the meantime, and with chilling urgepcy^is 
the need for faculty to understand more fully thj, fiscal circum- 
stances of their institutions. Fplldore abounds on these issues, much 
of it simply false and misleading. Fiscal responsibility goes hand in 
hand with fiscal coiriprehension, w^iether it concerns one's own 
household or the fortunes of the institutwns on wluch one's liveli- 
hood depends. ' r 

To deal with what have become exceedingly complex issues, 
Chonge assembled a national, panel of financial and management 
experts. This new policy^pafier is the product of their prodigious ef- 
forts. Their work was made possible by a special grant from the 
^Carnegie Corporation. As v^ath the first policy paper on professional 
development, theHazen Foundation has defrayed publication costs. 
The g^enprosity of both foundations is hereby ^gratefully adcnowJ- 
edged. ^ * . 

Debates over what cpnstituies fiscalexigency and fiscal respon- 
sibility reverberate with special ferocity through academia. Behind 
the contentiousness lies tl^e simple fact that, for most faculty at 
least, there is now no other place to go. Faculty thus have a special 
stake in institutional survival. Only a matpre understanding of these 
circumstances—not persecution complexes, rea] or imagined— can 
help resolve the current battles over perceptions, priorities, and 
purse strings, ^ 

' y . , George W4Boiiham 

' ♦ . , March 1976 • 
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CoU^es and Money:. A Faculty 
Guide to Acadismic Economif^ / 



The Faculty's Role in Acadefnic Economics 



For academic professionals, the debate over rponey is no\A^as central as 
those over study content and student liffe. But the quahty 6i that debate 
Will largely depend on the willingness and capacity of fac ilty toXjncter 
stand the basics of academic economics. Here is an ovsryiew of the 
scope and purpose of this policy paper on economics, page 9. 



First Principles of Budgeting and Managenrient > • 
' j ^1 

The modern management movemervt has finality reacji^d American 
higher education, and is becoming increasingly pervasive. It' Kas created 
new expectations concerning' the faculty's role, which the y must under- 
stalnd if they are to respond with insight and' intelligence. An earlier pre- 
occupation with management method? ha^ rfow been reij)Iaced by con- 
Xcfiatration on evaluation. Faculty should share in the preparation of their 
campus alfbcation budgets. Page 15. 



Facts and Fictions About Educational Efficierjpy 

What constitutes educational efficiency, and what are mgjor impedi- 
ments to achieving it? Even small increments of greater educational ef- 
ficiency-may have significant budgetary benefits.^Within he larger politi- 
cal framework of academic Institutions, faculty shpuM, as much 3s 
possible, be involved in the budgetary process of the whioje institution, 
rather than with simply their own or departmental concerns. Page 25^ 



Some Definitions of Educationar Costs 



Academic economics are best understood by looking, at •educational 
costs and pncing, student denr^nd, and th^ Supply and demand of skilled 
academic personnel. Td understand these components is to understand 
the complex ^web of economic factors thaj help, determine institutional 
health. One can then more readily disco^r. Whp pays for what? How are 
. ' ^ .co$ts. determined? And what is\i^o^dable? F^age 37.. , 

^ ^ T '''' • ^ ^ ' . * 
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' . . Who Pays for Education? 

Colleges and universities generally rely on four majo? income-sources- 
student and service charges, governmental appropriations, philanthropic 
and donor contriburTdns. and borrowing. The relative importance of each 
has shifted significantly4n recent years, ^nd few of these fundmg*mech- 
anfsrjis are easily manipulable by an individual institution. Tuitio;Tcharges 
are now hfghly sensitive to market forces, and they are here analyzed in 
some detail. All Sources of support ne;6d to be better understood bv 
thoughtful faculty. Page 49. ' , ^ i 



Understanding Budgets ^ 

The rnstftutional budget and finance reports are a college's key operating 
documents; thus^a basic understanding of them is essential for faculty. 
Not all budget information . is. equally important, and no institution 
hartdles its budget reports predsely as another. Nonetheless, some stan- 
dardization IS noyv emerging, and conimon cost and income denomina- 
tors can be ideTitified. Deciding what questions to ask is'criticaL These 
questions, and tineir answers, provide a broad outline for^the financial life 
of an academic institution. Page 57. . * ' - * 
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Who Makes VVhat.Decisions? 



Conflicting organizational pressures in academic institutions must be re- 
solved differently than those that arise;in organizations based on indus- 
trial and hierarchical models. Nor is the'industrial union model adequate 
for academic institutions. With or without collective bargaining, the^ac- 
ulty's best hope in helping determine its future lies in the pri'nciple\)f 
shared, authority. Page 81. 

i . ' . 

' for Further Reading . . 

For (hose wishing to delve more deeply jnto the subject of' academic 
ecfonomics and managerial concepts, these readings have been selected 
'for clarity and usefulrtess. Page 89. 



The Faculty's Role 
in Academic Economics 



For dcddemic professionals/the debj^e over .money is 
now as central as those over slUdy content qnd student 
life. But the quality of that debate will largely depend on 
the willingness and capacity of faculty ;to understand the 
basics of academic economics. Here is an overview of 
the scope j^nd .purpose of this policy paper on 
ecooomlcs. " . • . ' 
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Iraditions die hard, especially in the academic 

world. Stereotypically, in the '"better" academic institutions admin- 
istrators were perceived ta tend the "nonintellectuar' end of 
thingg—irreyerently called "housekeeping''— while the 'faculty 
dealt with matters of "larger purpose'*; the curriculum and general 
intellectual matters/ , 

One may, of course, justifiably question whether that functional 
dichotomy ever existed ifi^o pure a sense. If ever it did, it has in any 
case been replaced in thefteventies by the cold realities of institu- 
tional sustenance and sunvival^ Ther^ remains not a single academic 
institution in this country wher^ the debates over money are not at 
least as central as those ovet ^^udy content and student life. Sur- 
prisingly, it has only been relativelyrecently that academics have 
recognized that these debates over buSgets^Md allocations are also 
debates over campus power and institutional^fials. And more often 
than not, administrators have had the upper hand. They understood 
'the intricacies of the management and budget process while faculty 
did not (nor, in the main, did they wish to). It was only when the total 
pie began to shrink, cutting into job^, tenure decisions, and depart- 
mental autonomy, that faciJ^y comprehension o*:omplex budgetary 
issues became uttenrly important and crucial. 

For Change's Panel on Academic Economic?, the essential issue 
was noj who should hold what power. To the Panel, the general ig- 
norance among American faculty of the economic profiles of their 



eleven 



institutiuni> remdintid an unquestioned fact uf life. Its prime concern, 
"therefore, was to help banibh that ignorance through a cjear ex- 
planation of the budgetary prucebb. No matter how tedious Ihe sub- 
ject may appear to some, it clearly Vanks as.a matter of first jmpor- 
tanc.e. Faculty can no longer afford to speak to budgetary issues out 
uf emotion rather than mformed knowledge. To continue to do so^ 
will weaken whatever persuasive force they may wish to muster, 
and seriously detract from the desirable principle of shared campus, 
authority. * - ^ 

The Panel hlji? divided itb obj^rvations and recommendations into 
stjven genelral headings, arranged sequentially. The chapter on first 
pruK.iples. OJiapte'^ 2. suggests sdme governing perspectives. Infor- 
mal university governance by faculty has been largely suprplanted' 
bv the supremacy Qf-,m|Mgement at a tifne of dwindling resources. 
But rnanagejnentsystems do not determine the course of a universi- 
tv. goals and'plajmingSa* Planning the budget (that fs. allocating in- 
stitutiunal^Vesoufde?) is likely to be the most important process in 
managed hustitutiun?.Faculty must thus understand andpgrticipate 
in thti pruLe^ ll^i^a^p to advance their purposes. Management 
methods are more-^elpTm in implYtnentiHig policies than in allocating 
resources, faculty ^iJ<5u|^^daliz0 that this fa,ct is aiso their oppor- 
tunity. Now that uniyersitY'n^anagenient methods are subject to crit- 
ical evaluation, the su^emacy of atademic purposes over manage- 
ment carf best be reasserted by intejligent faculty participation in 
that managem^it especially but Hot exclusively in the allocation 
process.'As noted in Chapter ^3, faculty often seek narrow *5eUMntert^ 
est tut also exist as a whole, and administrators should seek fQpulty 
participation tfiat encourages an all-institutional point of ^8\y. 

Educational efficiency, the subject, of Chapter 3, must be fai^^ji 
analytically. Questions are being asked, in the present environment 
uf scarce, resources, about ^whether Ihe^utcomes of higher .educa- 
tion are worth the costs. Alternative uses of resources are consid- 
ered, forms are evaluated in terms of alternatives. Efficiency is ef- 
fectiveness in accomplishing a stated purpose or outcome. Despite 
faculty resistance to this approach, it now has a place in higher ed- 
ucation. Since educational'outcoraes are evaluated in^terms of qual- 
ity as well as quantity, the coi^ept of ejiucational efficiency, far 
Jrom excluding questionsof quality^ to the contrary places, them in a 
rational context. Impediments ;tG educational efficiency include in- 
stitutional rigidity, politics, the cost and risk of changes that fail, the . 
difficulty of evaluating ilew teaching and learning programs, and 
the scarcity of resources, pespite such impediments, a university 
and college must either improve or ossify. In many institutions it is 
possible to reduce costs while improving outcomes. 

Average cost per student rises bY some 3^ percent a year; a 
steady, gradual program of cost reduction can cut this rate to 2 per- 
cent a year. Similarly, an incre*ase of 1 percent a yejir might be set 
ds a goal fofTtnprovement in outcomes per student. Combined, such 
progress would be a substantial increase in efficiency, a major 
breakthrough. (Mere meat-axe^ changes, 'obviously, are likely 'to 
prove counterproductive.) Efficiency alsq^equires a balance be- 
tween faculty instructional and researclf time, and the budget 
should provide reliable estimates of the true cost, of each. Yet 
another efficiency issue concerns how many fields, and ^courses 
within them, should be offered and which areas emphSsized/Tha^ 



dropping of programs is often deterred by political opposition not 
^related to efficiency. Thg^proliforation of courses is extensive, ex- 
. penslver jind often wasteMf ^ ^ ; /^^ 

VarTation^ in teaching, foms have manffold -implications for adu- 
catio^al efficiency; cfaajages in theiorm of instruction can be corrc^ 
lated 'with Wide Variations in cost pat^Iudent and produce quj^^. 
■ v'driant incomes, WRen scarce^ resources reqiiire^reducing^lhe sizdt 
oltlfe faculty, gradual attenuation is a better method thaajswdden- 
ruts, but universities should not keep on deadwoo d anymore ^than, 
"-^ay, railroads shoiild (though their record here, of cou^'se, is quite 

ag^badl-- ' - — — -■■ ^ . 

There is an academic economy thabcan be understood on ^<own 
tTerms of cost^, prices, student demand, and the demaild for-^uali- 
, fied employees: this is the subject of^Chapter 4. Costs of a decision 
.include future as welPas present-year costs. A professor hired at 
$22,000 costs $330,000irU 5 years. (One must consider that a dollar 
now is more than a dollar in the futurej^lany institutions, how^yern 
compute the cost of annual activity, not of decisjpns, and deal with 
afinual expenditures, not, long-range ifriplicationSj- 

Determining the cost of an activity is in itself complex, involving 
direct and indirect Co$ts, allocation of a cost among its outcomes, 
the aggregation of costs by kinds of activity, and, for instructional- 
' costs, the computation of unit costs. While the cost of a decision is 
established.outside the institution, ihe cost of an activity is primarily 
a judgment susceptible to wide variations and subject to negotiation. 
Costs do not rise or fall in proportion \o workload, they diange when 
decisions. n(Jt wor|cloads, change.* Unit costs are not d rehable mea- 
sure of efficiency because present costing techniques are insuffi- 
cient to match the complexities of the efficiency question. 

Costs tend to become prices automatically paid, even though cost- 
determined prices do not reflect the chosen,priorities and objecUves 
of an institution Budgeting formulas do tell the priorities in force— a 
high valuation on graduate enrollments, for example^ 

The n^ price charged students can vary with each individual.<Ttb- 
ition is usually decided by the institution or the state, but the federal 
government provides about 90 percent of the student aid, so collegea 
and universities^ do not establish their own net prices to be chargedl 
individuals As enrolljnents shrink. §o expands interinstitutionalj 
competition for students. But the'costs of recruiting can be counter-! 
productively high. The net price charged a student is only one of a \ 
number jof factors affecting his or her decision to go to college— and 
which one- to go to. • 

Where does the moAey for Wgher. education come from? This is 
taken up in Chapter 5, ApaH from borroWin2, the three principjal 
sources of income ard charges to students*i|^ other users, govern- 
mental appropriations, and philanthropic contributions. Because of 
the 'services purchased by clients.^government requirements, and 
the stipulations of donors, only a pa'rt of institutional income can be 
spent as general income. Charges for services provide about two 
fifths of total institutional income, government slightly mbre than 
half. and. philanthropic contributions only one twentieth, . 

While it is agreed that auxiliary enterprises atcc^lleges'and uni- 
versities should be self-supporting, the tuition issue remains contro— • 
versial At present, students provide one third of all institutional in- 
come Son\e want this portion increased; others propose scaling tu- 
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ition iipwardtas a student advances. Muth of the pressure for higher 
tuition grows from the Tact that large numbers of students from fam- 
ilies with ine(!Wes above the median level attend public colleges>and 
universities. . .i » - ^ 

In theiast ijfearter of a century, philanthropic giving has declined 
as a proportion of total institutional inJ&hte, from a percent to 5 pe> 
rent, Students and faculty, along .with administrators, should be- 
come involved in this phase of sustaining higher education. 

Higher education has became substantially depe^ident on federal 
funding, acute V so inj^esearch activities. Critical. questions asked 
^ by officeholders and:others must be answered responsibly, and fac- 
ulty^and students must have Concern for the attitudes of political 
at^ihorities (unless the' benefit^ goverhmental support are to be 
foregone, throwing Inore of the costs upon students and g^iilanthro- 
py and- creating :intehse budgetary pressures): < -\ c 

Chapter 6 i^evoted to helping facujty better understand the fi- 
nancial reports with .Which they are destined to become ;nore and 
more involved." Because of the complexity, variety, variability, and 
.B^iexactitude of the financial jJocuments of higher education, advice 

-4r '-^ — 1 

. There remains ijot a single academilrinstitutloiriri this 
country where the debates oykr money are not at te^t 
•as central as those over stuciy content and sttident life/ 
/Surprisingly, it has only been relatively recentlyitBat 

academics have ]^Mgnized that these debates over * . 
budgets kpd allocaPfes are also debates over camgus - \ 
lower and institutioqal goals. And more often than not, 
- administrators'have had the upper hand, they ^ ^ . / i 
understood the intricacies of the matiagement a^Jbudget 
process while^ faculjy did^ot (nor. in the maip^W thej 
wish to). It was only when the total pic began to shriii^, 
cutting into jobs, tenure decisions, and departmental 
/ autonomy, that faculty comprehension of complex 
budgetary issuesbecame utterly import an t^d^uciil. 




to faculty on ma^^fiiui'glhem has to be 
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aj)phcabie tg specific pses. In a nxoniippinch. faculty ask^maw 
money questidns- Thesfe are reviewed in a progression designed to 
show the faculty's ultimate reluctance, to justify its own arrange- 
ments.They usuallyturn to donors, the gbvernment. institutional re- 
serve funds, tuition, and auxiliary charges {while blaming the coat 
of central administration) before ansi^efing the* own patterns of 
costs. / / 

. Deci^inl what questions to ask is criticaf; faculty'should ask only 
for important information to avoid causing wasteful investigations 
and computations to be made. For anawers, the bksic document is 
the financial report. Significant ^efforts have been made' of late to^ 
standardize college and university hnancia] rfeports, .especially by 
such groups as the National.Associ^n of College and University 
Business Officers and the American hibtitute.^^fCertified Public Ac- 
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countants. A few of such prototypical reports are displayed in 
• Chapters as a basis for discus^on of how to read such materials. 

^ Special attention is given to the analytical usefulness of the report's 

statement "of changes iji fund&rCautipnJs advised' in drawing con- 
V ciusferis^ from the variety of supplementary displays that an institu- 
^ - tion might prepare, There are also discussions.of the accuracy of 
budgets, the appropriateness of various sorts of budgets for various 
sorts of mstitutions, and the necessity of considering a series of an- 
nual budgets together, to perceive trends. 
^ An imphcit concern^throughout all -these chapters is the arcess of 

faculty to a^ay in the budget-making process. In Chapter 7 it is 
noted that the university has< traditionally been run from the top by 
the admmistration and trustees, sometimes by arbitrary fiat; that 
the traditiomil model has come under siege from the industrial union 
model m which'^the faculty and t|ie administration are adversaries: 
and that a "shared authority model" may be the best solution. 
Unron-type faculty activity 'achieves some negotiating and economic , 
benefits, but, the Panel Argues, faculty econohtsi gains'may well re- 
duce the total number of teaching jol^s. Employee-employer role» ' 
• playing may also fail tps6cure for the faculty meaningful influence 
t * in the long-run wrangling over fundamental directions. In the shared 
authority model the faculty participate fully in the budgetary^ alloca- 
tions of the university's scarce resources. The purposes and stan- * / 
dards of this model proposed by the American Association of Uni- 
versity Professors ar^reviewed. Collective bargaining may, it is 
conceded, be the best strategy Against irretrievably hierarchical in- " 
stitutions, but the central premise of th^ shared. authority model is ^ 
. the acceptance of faculty as coequal partners within a democratic 
structure. . ' 

The theme and plea of this policy paper, then, is that faculty in 
self-interest must, and for academic values should, enter fuHy and 
seriously into the budget-making processes of their academic insti- ' 
tutionS' , ' . - 
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First Principles of 
Budgeting and Management 



The modern management movement has firiall\| 
reached American higher education, and is becoming 
Increasingly pervasive. It has. created new expectations 
concerning the faculiy's role, which they must understand 
if they are to respond with insight and intelligence, An ear- 
lier preoccupation with management methods has now 
been replaced by concentration on evaluation. Faculty 
should share in the* preparation of. their campus allocation 
budgets, if they wish to share in pivotal decisions. 
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American higher education, likie American business, 

developed its main organizational forms and completed a subslan- 
tial part aif its growth using folk methods of j^dministration. concepts 
fashionefl by experience and lear n e d tm the job or through the 
grapevine^This was not by choice, but befcause ''scientific'* systems 
management came late ip the history of both corporation ^nd col- 
lege. Oncaarrived, however, these "modern" management methods , 
had enormpus appeal. They were adopted by an eager market arid;; 
their influence grew rapidly. ^ 

For Americlan, business, tfie movement to make management sci-f , 
entific began at the turn of the century, stimulated in part by th^] ' 
writings of Frederick Winslow Taylor. Before 1900 there were vi^- ' 
tually no textbooks on management or accounting. But within 10 
years, 240 volumes were published on business management aloi\e,* 
according to historian Richard Hofstadter. Tn a short time, manage- 
ment methods were ifedernized. . ' . ^ 

.While muckrakefs sharpened their attacks on the old aims; of 
business, the n^ methods of business steadily gained prestige, Jhe 
approvingjpJtrase "businesslike" was solidly in the popular vocjabu- 
lary by tKe 1920s-~a time, Frederick Lewis Allen observed, v^hen 
one could .pay l^is clergyman high praise by telling him he had de^ 
liverecl his sermon in a businesslike manner. The influence "pf the 
management movement qontinued to groW and' by -World Vif^r II, 
goYernment— especially tKe Department of Defense— had Iftcome 
one' of its inost visible converts. \^ -J ' 

' In the last few years, higher education joined the list. Today, as 
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trusteo or aKimnus pays the president high pr-aise by-, referriS-to; 
new signs that the college is being run in a businessUke manner 
ully members have good ca«se to be motivated to understand tfiese " 
new signs. They poin^ to new reqifi4:enje7T4^<an effective faftllty 
role A good place to start that understanding iT^Vith the old siins 
which first appeared almost 10 years ago but wen! largely ignd^ed 
Although the system's studies that became4li8^sis for the higher 
wtof;ation tp.anagement movement U'ere beguain the mid-1950s, fhe 
TfffM-rfi&nt Itself first became visible in the late l^BOs through'the 
technical reports and small conferences of spacialfets working on 
the management^ystems. The principal forums for discussion \vere 
the meetings in ^julder. Colorado, of advisory, committees of the 
western Interstate Commission for Higher Education (WICHE)'and 
nphS^'T' C^"*^^- fo'H^igher Education Management Systems 
NCHEMS). v^^hoseJew faculty members were* appointed precisely 
because of their specializecj^kills. Fresh^from Boulder, these spe- 
cialists brought back.to theiik campuses the latest word on the new 
^.developments in a growing list of .technical projects designed to'im- 
. prove management of the campus." ' 
A few campus administrators and systems specialists foUowed 

• t . ' • ♦ 
, » *j 

^^^^ The majority of facdtymembers\ whether o]|Uu^ ' 
0^ were aware of n^w management methods, probably gave 
' matter mtleJfa9y,sustaine.d thought Not that ' 

^ faculty members are strangers to managemeiit tasks. In , 
the past decade much faculty time has beeii'spent - 
^ recruiting, draftifig grow.th plans, acjvising on buUding^ 
plans, and plannmg academjc offerings— activities that 
can properly be called managing growth. But academic. 
^ . management tasks aside, faculty members have never . 
had much difficulty Ve^traming their enthusiasm for, the 
problems.of general mstitutional management 
or controlling costs; 

"Tfieseae^opments early on. as did a few faculty members. But 
there was little reason for informed faculty men?bers to be- highly 
impressed with what they saw. Despite growing discussion about 
them.-hianagement systems did not seem to affect the academic iife 
of institutions. A survey of institutional practices made for the Car- 
negie Commission showed that by 1971 only a small numb/r of insti- 
tutiopsjiad adopted aU three of the elements consideredfoecessaxy 
for effefctive institutional management by the director of fhe survey 

'l\'"'m™''' 'f,"^^^- (2) a planning.programming-budgeting , 
system (i^PBbJ, and {3Ja computerized management information sys- 
tem. Reports that budgets were now to be prepared in new formats 
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as program budgets, and that informaticfff^ystems were being im- 
proved, stimulated little informed faculty interest, because these 
measures appeared to be either an exercise in communic^atiqn be- 
tween technical people or a promise about future efficieficy— nei- 
ther of which attracts much attention in any organization, academic 
or otherwise. • . * 

The majority of faculty members, whether or not they were aware 
of new management methods, probably gave the matter little, if any. 
sustained thought. Not that faculty members are strangers to man- 
agement tasks, in the past decade much faculty time has been spent 
. recruiting! dr^ting growth plans, advising on building plans, and 
plannmgjfead^iic offerings— activities that can properly be called • 
manafii^ig&mvth. But academic management tasks aside, fgculty^ 
^jn^fffbers have never had much difficulty restraining their enthu- 
siasm for the problems of general institutional management or con- 
trolling cost§. These were not functions importantly associated with 
the performance of the faculty role. For mo3t faculty members, insti- 
tiitmnal manageme nt had other associations. It meant either an iR- 
stitutionalcareer(a^ second choice), or a hierarchical organ- 
ization (which one enters academic life to avoid), apid in any case, a , 
field that offered something less than a compelling intellectual inter- , • 
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Compared to husiqjBSs or government or^apizations, 
colleges andtmiversities have been consistently 
undermanaged. By any relevant measure, theyhave had 
fewer administrators than other comparable 
organization^. The reason for this is well known: The 
campus got along With few administrators because it 
relied on tl^^e faculty to perform various management 
duties. Faculty^embers cpmplafaed/They downgraded 
the importance W the function and joked about the high 
(w-level managerial work (such as minor 
r keeping fiIes)/Yet, (actilty members 
' duties because they played a key 
organizational role. 



cost of their It 
stajffiwork. 
performed^ 



, est. So there we^s little reason to expect faculty appreciation fbr new ' 
management concepts such as "data elemer^'' th6 "induced 
course load matrix/' and "resource requirement prediction mod- 
els." They escai^d'the notice of most facuhy members during those 
days of student protest and campus upheaval. - : 

If there were sufficient reasons for faculty members to be Unim- 
pressed by.or unaware of, the managepient movement in the late 
1960s, those reasons were all but gone five years later. By 1973 it ^ 
took dedicated indifference for a faculty member not to be aware of * 
managerial concepts and their growing importance for higher- edu- 
catioin- The intervening years had produced six important develop- 
ments that heightened consciousness 'about the management move- 

Tfi 1 With a swiftness not'unlilce the flood of management books 

.18. : ~ • • 
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. that appeared at ihi turn of the century, an education management 
field has emergerfin the last few years. A count in 1974 showed pro- 
digious output of a1 least 15 organizations working on management 
systems for higher education. Each produces a variety of products. 
The numbepOis no doubt larger today. These products fall into four 
major arejls d^ta-base management systems, basic operational sys- 
tems; planning arid resource allocational tools; and communication- 
base tools? Although these are the basic arfias of application of 
management systems work, a full list of the specialized tools and 
products used in these areas would run into the' hundreds. 
^ The organizatijons currently active have no Frederick Winslow 
^ Taylor? but they do have able sp'eciahsts ^Vorking toward his -goal 
^namely, making management more efficient and more effective. 
That goal seen in retrospect, may seem to lack c^rama, but it has in- 
spired prodigious effort on its behalf, and an ever growing higher 
education market for the products designed to r^ach it. 

(2) The • *new depression*' in higher* education was creating jhat 
market by ghanging in a fundamental way institutional policy to- 
ward making ends meet. Instead of relying enti/ely on increasing in- 
come, institutions now also sought to cut expenditure growth by re- 
ducing programs and increasing productivity. This new policy in-"*^ 
creased the demand for use of those management methods which 
just a few years -earlier were the study projects of the groups work- 
ing with NCHfilVlS at Poulder. These include a Data Element Diction-, 
ary (to obtain unilorm definitions for a data base); a Facihties In- 
ventory Classification Manual' and a Higher Education Facilities 
Planning and Management Manual an Induced Course Load Matrix 
(to determine, by dis^ipHne and level hours andx:ourses taken by 
students in each major program); a Resource Rejquirement Predic- 
tion Model (to simulate the institution as a , means of improving re- 
source allocation); and Cos^Finding Principles (to develop more 
sophisticated figures oh dir^t and indirect costs). But the jmain 
point is cle'ar. The new management products are comirig into in- 
creasing use in higher education.,, When campus administrators 
rompare^experiences. they all report expanded management effort. 
The view that "everyone is doing if' sflnvulates pressure on each 
campus to evaluate the adequacy of its own efforts, and to extend 
them. ^ ' 

{S) By 1973. a Carnegie Commission SurveyVevealed that tl^e new 
policy toward making ends meet*wa,s working. The raHp-of expend)- 
ture growth in higher education was being substantially deduced. 
"As a result, the tasks of institutional management began to beqr in- 
creasingly on the academic fuilction. The Carnegie suijvey gave 
more credit to the oWer. folk methods of administration tlian to the 
,new management methods. Yet the effect of the management move- 
men't was clearly to create a greater cast-cofisciousness. and it has' 
j)roduced demonstrable results for the balance sheet as well 

(4) On large campuses and small niew methods began to replace 
previous approaches to.budg^^ jjreparation and review. The new 
budget metnods called for new participants in the process— thp fac- 
ulty, Their recommendations were to be drawn from .data provided 

1 Sec Phnmng ami ManoKomont Practn^i m Higher Edu'oquon, Promisoor DiUmmo? Education Com* 
mi^ion'of tho Sttitcs. Roport No. 26 (Donver. Colo. Eduq^^lionvCommiisjon <ho States. May \072\. 
Th«* volumo t«4 rt j?ood rnforonro and bihllo«raphic jiout-qo oh thj5 subject, > 
4 EarlF Chott* Tho'Nrw Doprossion m'liffibor EduoatiOfl^Twa Yoors Later (Borkeloy. CM. Car. 
n(»8TD Commission on Higlyir Education. 1973) ' . ^ ' 1 ' 
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by a new infurmatiun system, \lhich vvouldUalso aid them in their 
other new dutieb of program review and loqg-range pJanning. 

(5) ' The state government role in higher education i^ expanding. 
Tfie stateb have'begun to reg^ructure public higher education in\Qr 
larger systems, ^to require that systems produce more information, 
'more coordination, and to assert a larger role in planning and eyen ^ 
governing. ManageirienFsysteijns'and tools; such as the program 
classification stru,cture, originally developed for institutional use, 
were now being adopted b> the states for their own purposes. Al- 
though thuj^privats institutions are still largely excluded from state 
requiremepts for accountabilitv, they too are becoming part of the ^ 
overall planning procedure. Under the newly revived section 1202 
committees, private institutions will be officially part of state plan- 
ning mechanisms. 

(6) Finally, given all these developmentbV:;;tJie growth in the num- 
ber of the available products, their increased application, the need 
ioT expenditure reduction, the larger role of the state— the sixth de- 
velopment became all the more impoctant. ^harp warnings about 
the unintended consequences for higher education of managerial- 
ism. Bv June 1973, the two leading education publications had pub- 
lished such warnings, one by American Council on Education Vice 
President Stephen Bailey, *The Efficiency Cultists'' (Change, June 
1973}, the other by Ohio State University President Harold L, Enar- 
bon, who warned of the datigers in higher education's **managerial 
revolution" (Chronicle tO/ High er JRlucation, June 18, 1974). 

The warnings about tbe management movement bring one main . 
message ^bout^heightened management consciousness. It must be 
more than cost-consciousness alone. The methods of the new man- 
agement movement, whether used at the state level or on campus, 
are tools but they are not neutral, tha\ is, ir^dependent of their set- 
ting. They are meaningful only in the context of their environment. 
Qn campus or off, the old methods of governing are being chal- 
lenged. The power of the formal structure is increasing. It need not 
follow that academic values of the old*tinfQrmal) environ^fient are 
threatened. But style is the key to good management, and the warn- 
ings of Bailey, Enarson, and others show there is reason to fear that 
unless* the new methods are generally underwood, the environment 
will produce a style and a use that is not particularly academic. 
This means that the managemenit movement (and the factors tha^ 
created it) has also created new requirements for performing the* 
faculty rqle. Maintaining quality arid shaping the direction of col- 
leges and universities now require more^han competence in a sub-^ 
ject-matter speciahy. They require an understanding of the facts 
stressed in other 9ecti(5I^f ihijs volume as well, and of their main 
implication,, that higher education is being redefiqf d, not by an edu- 
cational master plan or design, but as a result of the growing strug- 
gle For scarce resources. The organizational impact of the manage- 
ment rpovement and its techraca^ demands are enlarging the re- 
quirements of th"e> traditional faculty role in shaping insti.tutibnal 
policies. Academic management tasks. can no longer be neatly i3£h 
lated from, institutional management. The Mo are increasingly in- 
terrelated. . * * ^ 

Compared* tp business or government organizations, colleges'and 
universities have been consistently undermanfifged. By any relevant 
measure, fhey have had fewer«administrators than other compar- 
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iible Qrganizatwns. The reaspn for this well known. The campus 
. ^if( albng-with fe\9 administrators because it relied on the faculty to 
p^forrn various manageflnent duties. Faculty members cumplained 
Theydown^aded the importance of the function and joked about 
the "high cost of their low-l^vel managerial w^k (such as minor staff 
wo/k.^or keeping files). Yet, faculty members performed their duties 
because they played a kev jprgani^ational role, XHey enabled the 
iirampus to function without^ much re/erence to the power as defined 
by its formal hierarchy. It was the informal organization that ran 
th'ings by influerTe€.The form could best be described a« a loose col- 
- lection of professionals. The organizational result could not be 
called very neat. Lines were blurred and the focus ofi decision was 
not 'alwavs clear. v i . ^ 

It was a situation that inspired a good deal of writing about gov- 
eraanf e. But two overriding qualities made it very attractive. First, 
decisions were made, or could«be easily influenced, by the faculty. 
Second, the system worked.' This arrangement was^n use by m*any, 
probabl\ most, institutfons during the decade of remarkable growth 
^58-68).^ Faculty members performed the recruitment, planning, 
and various entrepreneurial functions that went with growth. Off 



We now know that the new management practices began 

to convert colleges and univejpsities from loose* 
orgaciizations of professionals into managed institutions. 
An immediate practical result is that the faculty must 
^jrticipate early in a structured decision process, or 
not have much influencifiin it. The most important task 
J&JikeljKxrbB th9..^udget^rocess. If faculty members had 
little appetite f^ general matf^gement, they will have 
even less for th^ gi;«vving prospect of being managed. 



In thb^ituation, it is easy to becoihe embattled^ or feel 
• isolated, not an ideal situation for budget making. 



campus there were few complaint^^^SBput. this form of organization^, 
and decision making. forUt produced, many of the academic pro^ 
grams and features most Admired. In his w4dle][y read book on trust- 
eeship, BeardsleyRuml wrbte with approval that in the college, the 
Iffi^" of command was a tenuous linp of influence. 

This organizational arrangement first came under challenge from 
the student uprising of the sixties. Next came financial pressures, 
the demands for^ accountability, an^'declining enrollment growth. 
These challenges regaled ^at the organisational form oiF a loos^ 
collection of professionals is ill-equipped to run an organization 
. when its basic; assumptions are not sharped and when there is little • 
or no growth, ... ' . ' 

Under the-old system,Jaculty mS^mbers initiated changes and ad- 
mSnistrators did lyhat was necessary, to accommodate them. Faculty 
member»ditfnot participate injhe buiJget process,.for there was lit- 
tle ^asonto. There is ample rea^*5n tp believe that most campuses 
opeVated under a-similaj situation during that halcyon period: 

erIc • • 2i\ - ; 



^ ^wenty-two 

Now that growth is'declimrm. the budget process is favlnUT^^im- 
portanf. The managmient t^isl.— gathering a^id analyzing informa- 
tion that will inforfiQ v^e difficult decisions thaf'tiivst be made— must 
come first, for without grow^ change must come by^ubstitution or 
contractton. Because these decisions are mcreasimgly interdepen- 
dent, to be credible they must have an organized, systematic basis. 
The management techniques used require that/decision points be 
'focused and powers defined; tH^*preferred cfitej'ia for judgment 
under this type of planned change are those that can be measured 
and institutionalized. A good description of this process at work in 
' fjve institutions is provr^ed by the Acad^mv Tor Educational Devel- 
opment booklet Resource Allocation in Research Universities. 

The old forip of ea^^y access to influence is going fast. Now one 
muskparticipate m new. structured processes, or simply do one*s 
duty l^y Its computer printouts. The necessary rush to tool up with 
rrfana oipment ^ methods for dealing with financial trouble has^pfo- 
dVced largti iftlministrative- budgets arid new staff positions.' These 
anTprobably sjomewhat smaller than characterized by Dr. Ronald 
BermanThead of the J^'ational Endown^ent for the Humanities, who 
^said that in some institutions, annual administrative budgets had 
become la^ge enough "to run Costa Rica or Honduras for half^a 
decade.v Bt^t relatively httle attentiorr^as paid to the organization- 
al impact of the^new methods ^nd new^taffs. We now knbw that the 
new management practices bepan to convert colleges andliuiv-ersi- 
ties from loose organizaiions of professionals into managed institu- 
tions.^ ^he main organizational consequence of the ipana^emeirt^ 
movement has been a redefinition of management authority, and a. 
new. moreTormally defined structure of management. An ifnmejliate 
practical result is that the faculty must participate early in a struc- 
tured decision prociJss, or not have much influence on it. The most 
important task is likely to be the budget process, for it is now be- 
coming the principal management device for allbcating resourcjeS, If 
faculty members had little, appetite for general management, they 
will, have even less for the growing, prospec^t of being managed. In 
this situation^jft is easy to become embattled, or feel isolated, not an 
ideal situation for budget making. , . 

An obvious precondition fof an effective faculty role in the budget 
process, therefore, is atmospheric. As the moving party, the admin- 
istration must work to create the conditions conducive to participa- 
tion. This is largely outside of faculty control, blit not *entirely. 
Faculty members can nfeke several tontributions to this process. 
The first is to recognize that there is a financial problem in higher 
eHucation and to determine what its effects are in one*s own institu- 
tion. Por reasons already noted, faculty members have not in the 
*past troubled tljemselves with the details of the financial condition, 
of their own institution. Now they should, and they must. 

Planning and budget making are also more important than fhey 
have ever been in the past. In recent periods of growth, planning 
was/)ften an exercise in seli-coqgratulation. No one took it too seri- 
ously, for mistakes could always be eliminated through growth. Now 
the planning and budget process are .real and should be recognized 
as such. Part of this reality is that the resource allocatidi p'roee&s- 
involves some conflict of interests. These^are belter fegplved.when 
all parties understand that such cohflicts are likely Jo e^ist and Jthat 
it i$ in the nature of the case that some interests will wiH*«id others 
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Will lose. The greatest hazard to the new participative* role c/f facui- 
ty in resourc^ allocation through the budget is faculty paral/sis The 
. goal of faculty participation lis;to retain, insofar as possib^^. the in- 
ner-directedness of academic institutions. To do this requires the 
development of standards by Wliich .th^titution shouldbe judged 

- and mtJthods for faculty parficipatiocMfce -difficult tim^oiread. • 
lustment and reallocation. A ^^stem^WeRes on the faculty role 
rail be paralyzed if the faculty cannot r?Sfea4he necessary decisions. 

When the academic institution was managed^hy a collection of 
professionals, neither the methods nor the theolr of management 
was essential to performing the faculty ^je. Now they are. Simply 

. put. hianagement is concerned with two main functions in an organ- 
izaticin-^making the decisions that allocate, resources and imple- 
menting those decisions. I/feally. the first function would be guided 
bv agreed-upon statemprfts of goals. The hew Management by Ob- 

» lertiVres programs being advertised in education journals are sys- 
terns for setting organizational goals based on the goals of its indi- 
vidual jnembers. But. in fact, the goals of most organizations are 
produced in the continuous decision-making proce/§ of allocating 
Implementing involves the more mechanical role^of establishing 
rules of performance and preparing records and informatio*.to be^ 

. us6d in evaluation of the decision, which in turn become useful for 
future decisions ]inder the first function. 

, The management methods now being applied to higher education 
are more helpful in implementing than they are in allocating. In the 
abSOTCg of early involvement in the system's process, fh^^goal hxner 
lion- will be decided by the questions put to the budget' process. The 
way the questions are developed will be the majox influence vin de- 
termining how they will be answered. That is why it is important for 
faculty'^embers to undefrstand not only the-details or the mechanics 
of the'^ budget but also the basic theory of the 'budgeting system, ^ 

A splendid primer o^i the major budgeting systems was included 
in the 1973 annual report of the Institute of Teohhology at Southern - 
Methodist University (SMU). It presents a brief analysis of the seven 
basic approaches to budgeting. It begins with Ihp^^^every tub on its 
own bottom'* approach and contrasts it with the^ingVrte^Fee^ 
method of budgeting. Between these two eicfr'emes of decentraliza- 
tion arid centralization, .there is the ''squeaky wheel gets the grease" 
approach, followed by the ^-formula'* approach designed to over- 
come the arbitrariness of the ;-squeaky wheel." The fink three-are 
the more technical approaches, namely. {l> the planfii^g/program- 
ming and budgeting systems '(PPBS). which seek to relate budget 
rfecisigns to program decisions; and (2) the^'zero base budget sys- 
tem." which abandons the old method of budget defense, naniely. 
•justifying the increase over the last year. It requires instead fihat 
each budget presumes to-begin at point zero. The entire budget mu^t 
/be justified in detail ds if the activity were starting for/the first time 
Finally, the sevenlh budget system described in the SNiUpublicatiizii. 
is the "objectives, strategies, and tactic£;;^biidgetr-a-m^ 
^g with the strategic_biidg^^ that are dis- 

^Jj^etionaz^^ and for which opiimum longawnT 

results are sought. Its theory is to focus on objectives and goals with 
quantitative^ stat6ments of intention anti purpose. The strategies will 
follow. ^ ^ « ' 

Even this brief review of the ^ven major types of budgetslshould 
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be "sufficient to indieate the w'aVs in which deci&jon? can be prede- 
termined. Without participatioDfn the earlier process, participation* 
in the budget process may in fact be simply ratifying earlier deci- 
sions. Effedtive participation requires not only an understanding of 
the premises and, where possible, participation in their formulation, 
but a -continuous effort to develop an overall view of the institution 
and have "that view inform the resource allocation process. 

An understanding of the larger setting within which these man- 
agement processes are occurring is essential because the complex- 
ity and momentum of management technique make it easy to lose 
liight of Its academic purpose. Methods are powerful and even un- 
der ideal conditions tend to become an end in theYnselves. A case 
in point IS the report of the National Commission on the Financing of 
Post-Secbndary Education! published in January 1974. It trans- 
formed the simple, folk method of estimating the unit cost of activity 
into the 'most important educational pohcy issue, of 1974. Simple 
ideas were given sophistication by the management movement in the 
late 19B0^. and within a few ye^rs they became a matter.of national 
adaptation. So great was tfie momentum generated by the manage- 
ment movement thai the commission.recMimended that the federal 
government require national unit cost data as a conditidn of appro- 
priating funds for higher education. That proposal came perilously 
close to becbmmg federal policy. There was strong reactiorr^aiAst 
it. and, to his credit, the Commissioner of Education decided a^nst 
the proposal. * . - V 1 

For faculty members-fbday. the larger setting is not the Congress, 
bat the campus. Almost every institution in the nation h^ 8hi£t«gtf*its 
internal strategy from one of **trading up*' to reach its quality and 
nmgjiam goals.' to one of **tradi^g off" one program for another. 
Management tool^ propprly applied willenabla^the faculty to partic- 
ipate in this difficult tr^de-off process. The cfanger is that faculty 
paVticipation will begomea ritual yi a process with a predetermined 
res 
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Facts and Fictions 
About Educational Efficiency ^ 



What constitutes educqtional efficiency, and wlnat are 
major iinpediments to achieving it? Even smajl increments 
of greater educational efficiency may havfe signjficant 
budgetary benefits. Within the larger political frarriework 
of academic institutions, faculty should, as much as pos- 
sible, be involved in the jDudgetary process of the whole 
institution, rather^th-dn^ with simply their own or departmen- 
•tal concerns. 
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Are the outcomes OF JEHGHBR education worth THE; 
cost? This is one of the most compelling questions in education. 
WoiTrdTocietyBe better off if some of the $35 billion ^spent on higher; 
education each year,>vere shifted to othep uses— environmental im- 
ptovement, say, or early ciiildhbod education, or personal consump- 
tion? Conversely, would^the public interest Be better'served if fe- 
sources were shifted frotn other usesjnto higher educatiofn? Or, to 
consider stiH anothe^^imensfon, wojild higher education be more 
productiv^iit vi^efel*eorganizeci according to type, size, mission, ' 
Dxograiff, ^r -method? • - / L 

These ate efficiency questions! and they are vety much on the 
minds of legislators, donors, parents, students, find the public,, al| of 
whom- bear the cost of higher education and receive, in various 
ways, its benefits. But questions of this kind are also incrBasingly on 
the minds of conscientious educators vi^ho want to prpcjuce the high- 
est possible social return with the funds entrusted to them. 

Withip each college or university^ efficiency juesticms fypically 
are faced when decisions must be piade. atoift an iiistitutiojft's mis- 
sion artd-Ae deployment of resources to achieve it. These are bud- 
getary decisions. They are influenced to varying degree^ by outside 
legislative and coordinating bodies, accrediting groups, arid^cufitom; ^ 
but generally a large part of budgetary decision'fe'akirfg occurs^ 6^ 
the campus itself. Facultyi members are 6t shoul.4,. be deeply in-^i 
yolved, even/hotigh few of ihem may actually take pdh^ih theferpial 
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budgetary pro'cess or sd(e^inal budget documents. . • 
' We begin with the question of efficiency. In general, we define ef- 
'ficiencyas effectiveness in accomplishing some stated end. Efficien- 
cy IS measured as a ratio of ends to means. In economic tejuap it is 
_ , fneasured as a ratio of output to cost-^^tput refers to tMffluantity;*^ > 
• of desired produfct (or "outcomes," as we say in educatioiifcost re- ^ 
fers to expenditoes for the- sfervices of necessary .personnel and 
capital.'^fficiency^rises, for example, when outcomes are increased 
as costs remain constant^or when outcdmes remain constant while 
^•costs decredse. The greater the ratio of outcomes to costs, the high- 
- er jthe efficiency. • ' * ■ i - 

It is often axgued that a concept so crass. as efficiency is quite but 
of pTace m endeavors so lofty as education: but in its general form 
(as simpiy a. favorable relationship between ends and means); the • ' 
ronrept applies wherever people use their time, effort, and capital 



One primary institutional priority i$ attracting and 
. retaining a faculty.of quality and high morale. In the ^ 
4ong run this is possible only if budgetary decisfons.are 

reasonable, ^air, and related tp the legitimate 
prafessiohal and personal aspirations of faculty. In the , 
short run.^specially in tunes of crisis, a governing bpard- 
or adinmistration can override faculty goals, but-m 

the^loiig run they canrio't do so without serious, 
campuswide damage. Even m today's tigJit faculty 
market, the most competent fac^ty members .are also the 

most mobile: the most capable prospective facultx ' ' 
members have the most bhoices. ■* ' " ' 



in quest of specific ends. Faculty often rejett notion^ of efficierfcy as 
.appropriate for the industrial model but not for a creative learning 

environment. Although we may wish to avoid sheer quantification of 

results, maximized outcomes must eventually be weighed in relation 

to cos,ts;even in the process of humdn development. 

In edu'catidk, for better or worse, estimates of efficiency will be 
'based largely^ subjective judgpients about outcomes. The mere 
tact that a given educatronal, method (larger classes; for example or 
computer-assisted instruction or off-campus experience for credit) 
lowers cost per stiident does not prove that the method is more ^i- ' 
cjent unles^ no corresponding loss in quality, has been sustained 
The efficie/icy goal is pot iiierely'taredu(5e cost per student; it is to i 
alter favorably thferatio between outcomes fwh^h includes qualitv) 
and CQst. l\ tile bejt of /II possible worlds; outcomes are enhanced ■ 
at the same tim"et8sts ^re cut-and this is by no means impossible. ' " 

•What. then, are thrf principal "impediments to educational effi- 
piency? ■ / , " . ' ■ "^^^ 

First, fundamental/institutional rigidities. Colleges and universi- 
ties have large investments in plajaJs,and equipm'ent, generally de-' 
signed for programs ajid- methods of the past, not for the future. • 
They ^arry, large numbers of tenured or semitenuiied faculty, ^d- 
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mimstrative officers, and staff. Characteristically, the skills of ata-. 
demic staffs are.set, their educational philosophies are fairly stable, 
and they are steeped in academic tradition and have certain expec- 
tations {tantamount to contracts) ^bout their ^institution's programs 
. and methods. Institutions are obliged to c^rry^tudents through 
courses to degrees on the basis of programs in effect when these 
students were admitted. Typically, alsor institutions^are short of 
capital to bvy hew buildings and equipment, or to emplo^ the new 
staff needed for innovation. Under such conditions, change, unless 
impelled by crisis or stimulated by new money (an increasingly ra^e 
occurrencej.ife at best sluggish and fraught With internal stress and 
strain. ' * / ' 

A second impediment to efficiency is political in nature. The 
formal or tacit conseyat'of many groups is required before significant 
^change can occur. These groups include faculty, students, and 
tmistees. andsometime5*Mnacademic staff, public officials, donors. 
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Withiri each college or unlvtcsity, efficie'ncy questions 
typically are faced when decisions mustbe made about 
an institution's mission and the deployment of resources 
. to aphieve it. These are budgetary decisionSvThey are 
influenced to varyipg degrees by outside legislative ^nd 

coor*ne44agJ)odies, accrediting groups, and custom; 
but generall^ large part of budgetary decision makipg 
• occurs on the campus itself. Faculty members are or 
should be deeply involved, even though few of th^m may 
actually take part in the formal budgetary process or see 
'^ * final budget documents. ^ 



accrediting bodies, gradi^atfe and professional schools, and profes- 
sional associations. The political process in academe is not unlike 
that of getting a bill through Congress, approved by the President,, 
sustamed by the courts, and administered by the executive agency 
in accordance with the law's teVms and congressional intent 
i. A third impediment is risk* The outcomes of any change in pro^. 
gram or method are uncertain, and some changes— one never 
knows in advance, of course, which ones— are bound to Xail. More- 
over, ceKain kinds of changes, especially those involving departure^ 
irom tradition, cutbacks in program, or the elimination of luxuries, 
involve the risk of adverse effects on an institution's reputation and 
sometimes work against-student recruitment, private'gifts. and even 
legislative appropriations. Although risk is a two-way street in that 
innovations may produce unej^pected gains, it is nevertheless an im- 
pediment. 

A fourth obstacle is the difficulty of.appraising the outcoiiies x)f ' 
new teaching and learning programs. If. after an institution has en*, 
dured the stress of changer one is unable to tell for sure whether the 
innovation has raised or lowered quality, why undertake the change 
in the first place? 

Fifth,.the slowing down of enrollment growth anq the onset of the 

2B ■ , ■ 
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"steadv or declining state" probablv increase the difficalt> of sue- 
cess/ul chdnge. Less often can new programs be add-ons that. do not 
disturb the status quo, more often they can be adopted only at the 
- expe*nse, of existing programs. " ^ 

None of these impediments is insuperable. P^r^onnel do change; 
Institutions do actjuire new capital political obstacles are over- 
come, risks can be taken, outcomes can be judged ^ven if not mea- 
sured pxecisely. Nor should* the impediments necessarily be la- 
mented. The academic community, constantly besieged by propos- 
als, mdny uf vthich are passing fads or foolish nostrums, needs some 
.stability of values, purposes, and methods if it is not to be pushed 
and pulled in sundry directions. But whatever one's view of such 
matters, the impediments make th^ pr(j>cess of change exceedingly 
.^luw? The\ explain the fact that^higher education^is technologrcally 
backward. From the point of view of institutional leaders, the 
amount of change possible wijhin the typical planning horizon -of a 
few years seems so small that the effort and trauma involved may 
appear excessive. \^et it is obvious that an institution that do^s not 
seek way s to improve its efficiency —1o do a better job with given re- 
sources, to do the same job with fewer resources, best of all to do 
a better job with fewer resources—is certain to ossify and lose its 
relevance to the real world. • ' • 

Over marfy years, until recently, the average cost^per student for 
the entire higher educational system (in constant dollars) has risen 
at a rate of aboQt 3 percent a year. It has beeii estimated (and con- 
fit*me(l l?y experienced educators) that a reasonable goal for a col- 
lege or university would be to reduce this to 2 percent by cutting out 
Dne third of the annual increases.* A*saving of 1 percpnt a year ma^y 
seem trivial; but differences can be made. no\ by sp*or^dic otir^ls'of 
cost cutting that only create traumas but by a regular and sustained 
slowdown of rising costs. • ' 

Similarly, 1 percent a year might be a reasonable goal for im- 
proven^ent in outcomes per student. Improvements, in outcomes are 
of course more difficult to document than reductions in cost, but as- 
suming that imperfect measurements, common sense, and judgment ' 
would suffice for the appraisal of outcomes, there is no reason to 
believe that sudi improvements on the order of 1 percent a year are 
unattainifcle. ^ 

On the OTher hand, if the quest for efficiency is designed to bring 
out dra&tic change within a year or two, devastation is the most like- 
ly result The meat^qjeaver approach will v^ork only under condi- 
tions of crisis, and results are likely to be uncertain. 

One primary institutional priority is attracting and retaining a 
faculty of quality and high morale. In the long run this is possible 
only if budgetary decisions are reasonable, fair^ and related to the 
legitimate professione^l and personal aspirations of faculty. In the 
short ryn. especially in times, of crisis, a. governing board or admin- 
istration can override faculty goals, but in the long run they cannot 
do so without serious, campuswide damage. Even in today*s tight 
faculty market, the most competent fapulty members are also the 
most mobile, the most capable prospective faculty members have 
the most choices. 

Adntinistrative officers must r^ly upon faculty members for guid- , 
ance in budgetary decisidns. No president^ provost, or business offi- 
cer can knowr with any degree of cqnfidence the 'instructional and 
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resedf^ needs of fields ranging from astronomy to anthropology, 
thoracic surgery to mathematics, accounting to studio art. Propos- 
all. infofmatiun. and advice for budget making must flow in from 
faculty inembers throu^rout the institution. Faculty, therefore, must 
have thorough and objeetive understanding of the total budget pfoj 
cess. _ ^ . , • 

In the poLtics of the academy, a central administr^or^ must have 
faculty support and cooperation to survive. WitnouiHhem, no ad- 
ministration can long carry out its programs anflplans^^^an inter- 
est group, the faculty operate partly, as individuals, partlv as de- 
partjftents or coH«,ges, each pushing for the advancement if his or 
its own activities, each serving as a guardian ofjaca(|emic stan- 
d4rds and academic traditions. They seek^-new^equtpment, more 
building space, assistance, books for the libi^y, new programs, 
and better students. Facujty inembers goad, itheir^ departmental 
chairpersons and deans into pres^i n^ . J or more and better re- 
^^irces. One of Ihe criteria of a **gooJif chairperson or dean is the 
ability to deliver more resources fornis or her area. In these mat- 
ters diff^ent groups of the faculty are competitive with onq^anothe^ 
but in combined effect the many pressures make it difficult for the 
central administration to .allot less to instruction and rese4rch than 
Its full share. 

The faculty as a whole also pre^s constantly for higher salaries, 
more fringe benefits, and lower teaching^loads. In these me tters the 
/acuity tend to become more united than they are in thei? efforts to 
win support for particular disciplines, ^nd the effect on the admin- 
istration is accordingly even more persuasive?. There are few insti- 
tutions where faculty salaries are not a budjget item of theteghe^t"' 
priority. ' ^ * 

There is an obvious disjunction between the faculty as an aggre- 
, section of competing interests and the faculty as a whole as r-epre- 
seijted on committees to consider the institutionwide budget. A ma- 
jor objective of institutional leadership should be to try to bring fac- 
ulty into the budget-making process iQjvays that encourage an all- 
institutional point of view as opposed to a narrow, competing-disci- 
plines poini of view. When formal faculty participation in budget 
making is achieved on terms that lead to genuine responsibility for 
the welfare<)f the whole institution, the power of faculty as a collec- * 
tion of narrow and partisan iplerest groups tends to be moderated. 

On th^ growing number of campuSes that are governed by public 
coordinating bodies or absentee system administrations, budgets 
tend to be set by fairly mechanical formulae. In tBiis case, the scope 
for local budget making and the role of the faculJn/ either as a pres- 
^sure group or as consultant is greatly restricted, and faculties are 
likely to seek to restore some of their traditional powers through coK 
Mective bargaining, \, ^ 

One of the most controversial issues in academic life is the alloca- 
tion of faculty working time between instruction and research! Effi-? 
ciency calls for balance. Allocations of faculty time between in- 
struction and research should be such that the general cultural her- 
itage is preserved and knowledge advanced, and that faculties are 
not unduly dis!tffcted frotn teaching, and institutions do not become 
intellectually stagnant. Different institutions reach different solu- 
tions. However, where heavy commitments are made to research 
beyond that necessary to foster an intellectually stimulating envi* 
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Bnent. the budget should allocate faculty and other costs betvteen 
research and instructipn sathat the true cost of each may be esti- 
mated. In the calculation of student-faculty ratios and the estimates 
. "of instructional cost, only that part of faculty time properly assign-, 
t able to instruction should be counted. Institutions that provide 
substantial faculty time for research and therefore have seemingly 
low teachmg loads and seemingly high instructional costs per stu- 
dent are'of ten cUticized unfairly. After proper allQwance, for faculty 
time devoted to research, their costs may be quite reasonable. Thus, 
\ in appraising the efficiency of any institution, it is necessary to iden- 
tify its goals for both research and instruction, and separate costs 
, * for the two purposes. 

Another efficiency issue relates fo-the ac^^ling or dropping of in- 
structional programs. Questions hke these must periodically be 
faced. How many major fields should a college or university offer? 
^ Should an institution introduce new vocational ^programs to train , 
paraprofessional workers? Should students be admitted who have ' 
not graduated from high school? Should extension,courses, special 
' adult programs, or external degrees be offered? Should programs of 
high unit cost in classics. Chinese language ^nd literature, or nu- 
. • clear physics, for example, be dropped? . 

Such questions have implications for both costs and outcomes. 
The offering of a multitude of programs is likely to result on the 
average in small enrollments per program, inadequate facviJty di- 
versity withiQ each program, and overall low (and costly) student- 
faculty ratios. No college or university can ^'fford to diffuse if6 ef- 
forts too widely, unless it intends to follow a path to bankruptcy. On 
tha other hand, a restricted range of programs may result in a nar- 
row intellectual community and may not attract and hold students. 
The dropping of programs often precipitates political controversy 
within a college or university. When an eJfisting program is being 
considered for deletion, the faculty and students immediately affec- 
ted and the related professional or business groups, together with 
their friends, can usj^Uy be counted on, to stir up ort)osition. Often 
the issue is carrie(^ into the public press and the legislature. Because 
• * of the intensity of such opposition, most institutions continue pro- 
grams that, on both educational and economic grounds, ought to be 
elimina*ted. Such programs are seldom undesirable per se. but they 
are not necessarily useful in the institution in question and should 
perhaps be offered somewhere else,^ 

A high price is paid by American higher education for curricular 
proliferation. In a study made by Howard Bowen and Gordon Doug- 
lass a few years ago (E//iciency in Uberal Education, McGraw-HjU, 
1971). a typical liberal arts college of 1.200 students was foun^to be 
able to offer a high-quality education with about 225 cpu^ses. In 
^fact, most such colleges have two to three times (Ms number of 
courses. Cost per student (holding all other variaWes constant) 
varied as follows: . 



Number of 
courses ' 



Average class 
size 



Cost per student 
per course 
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450 
335 
225 



17 
20 
30 



$280 
240 
170 
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Given the curricula, Ihere are many possible instructional meth- 
ods for each course. The range .of possibilities includes: 

Lecture in large classes ^ 

Lecture-discussion in smaller classes ^ • - ' ^ * * 

Seminars ih very small groups 

Progranuned independent study available in sizeable groups of students 
Individual independent study' 

Tutorial instruction available individually or in groups of two to four 

Mechanized instruction using computers. TV. radio, motion pictures. \ 
' cassettes, slides, etc. ^ * ' 

Team teaching « 
Clinical programs • 
Off-campus experience for credit 
Combinations of the above ^ 

'Such varying approaches are appropriate to different institutions, 
subjects, types of students, and faculty styles. They involve different 
costs and f^duce different outcomes, For example* 

Method Cost per student 

, • — ' / ' ' per course^^^, 

(ndivldualfzed independent study with $277 
extensive use of mechanical equipment - ^ 

Tutori^linstruction ^ 26.1 • 

Conventional lecture-discussion . 240* 

Programnried independent study . 225 

Eclectic plan combining theabove methods ^ 212 

Very large lecture classes for one fourth of ' 202 

all instruction; small classes for the balance ^ 

Wide variations in cost, ranging in this study from $277 to $202, 
result from changes in methods. If^one added in even greater poten- 
tial changes in cost from reduced curricular proliferation, the net 
effect would be dramatic. Substantial savings are possible in many 
institutions without serious curtailment of quality. When faculties 
_ are considering educational policy, they should give close attention 
to possible savings.as well as to improvement^ in outcomes. In prac- 
tice, unhappily, . faculty deliberations cm educational policy usually 
give little heed to budgeta'ry considerations. 

The major instructional costs are faculty salaries and other ex- 
penses that vary more or jess in proportion to the size of the faculty. . 
Among these are fringe benefits, use of office space.and equipment, 
secretarial help, faqulty re'cruitment expenses, and. certain general 
ove^'head. Whereas the average annual base salary for fiill-time 
faculty members of all ranks may be on the order of $15,000, the 
total institutional cost of employing and supporting the activities of 
on^ faculty merAber may average closer to^$25,600. The ratio of stu- 
dents to faculty therefore becomes a major determinant of efficien- 
cy. If, for example, the ranb could be raisetji frbm 12/1 to 15/1» di- 
rect instructional costs per student would be reduced by about 20 
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pefrent. If this could beA>ne xvithtjut significant impairment of 
.quality, efficiency wm>Whbe increased. 

Often rha^es in/iliodes of. instruction raise the student-faculty 
ratio and low^>f^irect instructional host per student. Examples 
would be reducing curricular pY-olifeis4tion, increasing the average 
size of sections, or helping students to learn by themselves wittiout 
heavy-dependence on faculty^as in programmed independent study, 
mechanically assisted^nstruction^Qr credijg^or community ser- 
vire} On the. other hand changfng.fhe mo^ToT^struction while 
holding the student-faculty ratio constant will giQiieve little toward 
Idwer eost per student. It may enhaficiB'the outcomes Jby im^pcoving 
quaIitv:of instruction, but it will not appreciably.affect the^ost side 
* of the efficiency equation. If unit costs are to be lowered, the num- 
ber of faculty members employed to teach a given number of ^tu^ 
dents mu^t te reducgd pr enrollment must be increased while the 



Ope of the most controversial issues in academiclife" is ' 
the allocation of faculty workinjg time between instruction ^ 
and researth. Efficiency calls for balance. Allocations of 
faculty time between instruction and research should be 
such that the gfenei^al cultural heritage is preserved 
and knowledge advanced, and that/faculties are not 
^ unduly detracted from teaching, and institutions reach 
, different solutions. However, where heavy commitments 
are m^de to I'esearch beyond that necessary to foster 
ap intellectually stimulating environment, the budget 
should allocate faculty and othet costs between research 
and instruction so that the true cost 
•7 of each may be estimated. 

number of faculty members is held "constant. The' politically easier 
route IS expanded enrollment-prpTgde'd'students can be found. The 
more difficult way is to cut the faculty roster. Under likely future 
conditions for most institutions, reducing the size of the faculty is 
ttie only available option. This raiseg>everal questions. 

The fifst is the practical one of how to go about reducing the size 
of a faculty. It can be done iftthe process can he sptead over several 
years. Normal turnover through death, illness, marriage, retirement 
(including early retirement), or resignation, mord discriminating 
judgment in tenure decisions, and removal for gross incompetence 
can bring about reductions in-staff of 10. 20."or-even 30 percent over 
five or ten years. Such reductions cannot be achieved, howeyer, in a 
year or tyro- and if -attempted will produce catastrophic results. 

Academic eniployment is not a sinecure,, and colleges and univer- 
sities should nofbe burdened with unneeded^personnelHf they are 
their fate will be similar to that of the railroads. Which were driven 
to bankruptcy in part by unconscionable featherbedding. Academic 
people are well-educated and versatile, and most of those who do 
not reniain in teaching will find fruitful careei-s in business, govern- 
ment. religion, social service, and other vocations. Considering the; 

is 




practical value of learning, educated people are not doomed to un- 
eoiployment or failure if they do not land secure berths in the acad- 
emy. MoriBo^ver. the outsFde world of affairs might well be benefited 
if more persqns of education and sensitivity were activ^y involved 
*in it. . ' 

One of the surprising facts about high€Jr-education is the consid- 
erable variance of expenditures per student among institutions 
.which seem to have comparable {pissions arid comparable quality" 
'^(see cha'rt on page 35). , 

One may easily-shrug off these cost differences wi^h the observa- 
tion that statistics mask many significant variations in mission and 
quality, but 'within any broad categor«y. small numbers of institu- 
tions that are known to have comparable missions and roughly com- 
parable quality have wide differences in expenditures per student. 
It IS simply not credible to assert that these variations do not in part 
reflect differences among institutidns in efficiency of operation. 

These differences in expenditures per student came about largely 
because some institutions could raise rr^or^ money than others and 
therefore could spend more. Sudi cost imferences are not neces- 
^BEily due to differences in mission and do\Qt always reflect differ- ^ 
ences in educational Quality. Some institutions simply make a dollar 
go further than oth6rsi^* 'Wr- ' - 
^ In summary, quality and affluence are ndt perfectly correlated, 
and iti most institutions there is room for improvement in x)utcomes 
with existing funds, or for reductibnsinjjhe rate of growth of expen- ^ 
ditures while maintaining existing quality. More important, in many ^ 
institutions there is rolSm for improving the outcomes a«d at the 
same time slowing the rate of growth of expenditures. This is a ghal- 
lenge to every institution and faculty member.^^ 
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Some Definitions of Educational Costs 



Academic economics are best understood by lopking dt 
educational costs and pricing, student demand, and the 
supply and demartd of skilled academic personnel. To 
understand tlnese components is to understand the com- 
^ plex web' of economic factors that help determine institu- 
tional health. One can then more readily discover; Who 
' pays forwhat? How ace costs determined? And what is-af- 
. fordable? /" 
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One is never certain whether economics^really is 

the dismal science portrayed by Carly^le or whether it is simply that 
the public pays attention to it only in dismal times. The last two. or 
three years have been particularly dismal for American higher ed- 
ucation, with sever^B federal cutbacks in research and graduate as- 
' sistance, dojible-digit inflation outstrippii\g faculty salary increases, 
and falling student demand decreasing institutional income— all 
resulting in the dismissal of faculty.members, many of them tenured. 
These stresses, coupled with demands from the outside for more 
•'accountability." have greatly increased tfie awarenes.s of econom- 
ics among members of the academy. , i j r r . i • 
The first reaction of many institutions facing financial difficulty is 
to try to cut costs. It sounds so simple to-ask.."What does it cost to 
. teach lower division English at your sthool?*' and then to dompare 
the qosts of English instruction with, say, the costs of physics; or fine 
arts at other instititions. HoweveiS the question is simphstic rather 
th^n simple, and the currently ayailable^answers are usually mean- 
* ingless because "cosf* means something different to each analyst. 
When a dean hires aj^culty member for^a year for $12,000 plus 
no per/ent fringe benefitsTlheiost.of that decision is $13,200 a year 
andjiffust be put in the budget. ff^W^aculty member is hirad for a 
■ tw^ear contract, the cost of that decision i? $26,400, butit will only 
^ear .in the next year^sludget at $13,2iD0. Jf a tenured professor is 
1 at $?p,000 a year pips 10 percent fringe benefit^^ and one could 
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' reasonably expect the professor to stay gt the institution 15 years, 
that employment decision has a cost of $330,000 (more if the salary 
is r^iised). Once again, only the aamial salary will appear in an 
annual budget, but as long as the tenured appointment" is honored, 
the cost is $22,000 a year plus any increases. 

The cost of the decision to purchase goods or services usually is 
readily calculable because the prices are established outside the 
college or university, althqagh not always in the same marketplace. 
(Each faculty salary schedule is established in reference to its own 
market.) In considering^e c6sts of decisions to purchase goods or 
services, one must pay,close attention to the fact that decisions ex- 
tend over different or^riods of time. The purchase of facilities or 
equipment, the enjployment of faculty on multiyear contracts or 
with tenui^ and^the long-ternr'lease of computing facilities, auto- 
mobiles, or oIMt equipment all entail the commitment of future re- 
sources Comparing current-year costs of some decisions with the 
multiple-year costs c^f other decisions is a little complicated be- 
cause, in general, a dollar in-the present is worth more than a dollar 
in the future. A facuhy salary of $15,000 this year is usually consid^ 
ered more "expensive" by an institution than a' faculty salary of 
$15,000 to be paid three years in the future because (a) a school 
, could invest $12,000 today in government-guaranteed notes that 
would yield $15,000 in three years, and (b) increasingly it is expec- 
ted that s^ignificant inflation will continue. Because of the different 
commitments through time of different decisions and the fact that, 
dollar for- dollar, present commitments /are more^ expensive tb^n 
future ones, the **present value'/ co^ts of each decision can be mea- ' 
' s^red only if tKe present value is adjusted to reflect thfe future time- 
commitment aspects of each decision. 7 

All this seems reasonably clear: One asks thg c/sts of possible 
alternative decisions, associates the ^osts with \Ue benefits, con- 
^eqfuences, or contributions of each .pcTssible (M:ision. and then 
makes _a judgment about what set of decisions cfoes the most good 
with a given amount of money for the'coUegeior university. How- ^ 
ryer. this is not the way most institutions Eormulate budgets er* 
/consider ^costs. M©st institutional fjnanciaraccounting systems are 
designed to compute the costs of some activmles, but not of decisions, 
and these systems usually deaf with ann^l expenditures, not the 
multiple-yeajf commjtments of tfie acJpaL«Qcisions thalVare made. 

Dete^miijflng the cost of ah activity (s^th as|Fneshmanl*iemistry 
instijuttiori) is veryldtfferent from deteimiining the cost of a person 
employe^} or a resouVde used by th^ institution (a professor of chem- 
istry, a /a boratory assistant, a litfer ojr nitric acid}. The first task in 
asrertmning such costS^is det^rminii/g how much of what resources 
is usedyti? often relatively easy ta isolate the computing resources 
used^an activity because every computer user usually is issued a 
job jfumber against which compunng time used is charged. But what 
about a faculty member who teafchea freshman and graduate chem. 
istry. or chemis^try and p^ica? wiiat about the library that serves 
the entire campus. iiAludrjjg What about 'the personnjsl 

officer wfifoeTnploys^oplp Mr chemistrVi the^purchasing-office that 
orders chemical suppliesythe building and grounds office thtf 
cleanslhe laboratories anti pays the utilities^ dnd so forth? Sud(^n- 
ly. costing becomes very complex. • -^^^ 
Institutions usually distinguish betwpen **direct costs." the costs 
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of the immediate use of resources in the activity (faculty and staff 
time. sup*phes and services consumed), and ^'indirect costsr' the 
costs of the u^e of resoirfces that are reasonably attributable4o a 
particular activity and aire usually shared by niany activities. If any 
resource i6 used directly in two or more activities, a way must be 
found to divide the cost of that resource among the various activi- 
ties. For example how dues one divide the annual salary of a profes- 
sor who teaches (Wi fresj^men and graduate stud^s? Some insti- 
tutions ask JFaculty tbsHH out "activity analysi^*' forms listing the 
percentage of time or thtKmiitib^r Tof hours deyofr^to each activity. 
Other institutions ask depa^tnient chairpersons to^eport toJhe ad- 
ministration their judgmental alhKj^ion of faculty tinfe by activities. 
Still other institutions use the number <3iclass hours faculty^end in 
scheduled courses of each level to compute the fraction of afecjilty 
member's time that is to be charged to each activity. At least a few 
institutions have asked students in surveys^ how faculty have spent 
their tirr^e. ' . - 

By one procedure or another, budget or^nalytical studies offices 
assemB^dAGS^nid ted distribution of faculty time among all of the 
activities^pf tfie^STitufiJSh Because faculty salaries constitute be- 
tween'50 percent and 75 percent of the total annual operating ex- 
pense of axollege or university, this distribution is the single most 
important ludgment^in^termining the cost of an activity. 

Other procedures are theijkillo'wed-to estimate the other re- 
sources consumed directly .by an activity.. Maintenance gnd opera- 



tion expenses might be alloccjited in pi^oxlion tb»the number of 
square feet of space used by/ an .activity. Qiret^t ch^ges such as 



Virtually everyone in/liigher education experiences the . 
current general price inflation add is helpless to retard 
it. Consumer prices nave gone up muchrf^ster than people 
have come to expect; for the first time in many years 
people are experiencinig a d^cjine in real purchasing 
j)ower. Faculty m6mber« willtmdotibte^lyseek and some 
receive sizable salary increases* but inSiii^cult to 
foresee a pattern of increases adequate to keep |xace 
with double-digit (10 percent or mpfe a year) injlatio^*^ 
Meanwhile, jtne other costs of operating institutions aire 
soaring. It se6ms very^Jikely that in the future, institutions 
of higher education will pay more, buy less» and learn 
to cope with the misunderstanding and political 

antagonism this engenders. ^ V, ; i 



computing, supplies, tele*phone, or travel are accumulated and as- 
signed to an activity. The obje^ive is to include every expenditure 
that can reasonably and direcuy be related to an activity. The total 
of ail the faculty salaries, support*staff salaries, teaching or labora- 
tory assistant salari6s,':st35)plies. travel, .sj)ace,.'and other costs is 
then called the direct co^t of an aQjivity. v " 
For instructional activities, the cost analysis is often carried one 
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step further?.rttie calculation ofunit Costs, yinstructional activities^ 
often havfe'^ev^eral reasonable measures qf/units of activity asspcf/ 
ate^ w/th thfe'm. For example, course enrollments, the riunjber qf stn^' 
dents majoring in ^ ^field, the number of studeoLcjifidfe hqub " 
awardechn a department, or the niimber^^grees avyarded >Z ar 
field have^all b^en used a& t^fe^tmrt^-eHiKlfij^ activity. -unit 
' (direct)' cost of dn activity^ is simply the result of dividing its direct 
' cost bytbe chosen measure of its umi3. The most<:ommon unit costs 
are the dollars spent pfer credit hour or peiv^tudent major. 

Indirect costs, v/hich by definition cannot 'He^.eadily and uniquely; 
associated" with a single activity, are aggr^ted into accouniing' 
rategories. The most frequently used categories ^are those estab- 
lished by the CoJie^ and University Business Administration. Man- 
uaf. which lists, among oth&s^^rganized activities, general institu- 
tional services, general adM^^^ auxiliary enter- 
prises, student sietrvices. studfefil aid. and s^^ff benefits. Then, in ac- 
rordance with federal and s{a4e regulations, transitional accounting 
practices, and in^i^titutipnal policy, schools assig^S^aggregated ex-^ 
penditures into ^'allbwa'ble iriilirect cost pools." The^ pools are al- 
located to the directly costed activities on the basis of arbitrary ' 
formulaejhat are in turn oft^^a based on either total salaries and . 
wages or total direct expenditures in the direct activities. 'The al-' 
lowable indirect cost rate" is usually in the range of 45 percent to 90 • 
percent of total direct expenditures; in government contracts and 
grants, this rate is often called ''the overhead recovery rat«." 

To summayfize at this point, the totalVist of an. activity t* aq insti- 
tution is the^sum of the direct and fully aNocated indirect costs.. Sim- 
ilarly, the total (or full) unit cost of an aciWity is the result qf divid- 
ing its total cost by the chosen measure of it^This is the general pro- 
ress that produces the frequently cited figupe^ for institutional costs 
per student, something in the range of $1,000 to $5,000 per sludent 
per year ''What sounds so definite and precise— $1.7§3.60 per stu- - 
dent in lower-division engineering. $2,472.23 per student in graduate 
English, for example— camouflages a great deal of uncertainty, am- 
bigiii'ty. and confusion. 

While the cost of a decision is a fact established outside of the in- 
^stitiitipn. the costx>f an activity ia primarily a judgment. The direct 
and indirect costs oTua^tivity reflect dozens or hundreds of indi-- 
vidual judgments about haw much of a faculty member's time and 
salary to allocate to each acfivity. how much indirect cost is "allow- 
able/* how much of the allowable indirect cost is allocated .to each 
activity, and which units of activity are useid to calculate i^nit costs. 
A creative accgunting officer can vary the unit cost of almost any 
activity by a I'actor of at least two and sometimes as much^ as ten 
and still be consistent with regulations a,nd accepted accounting 
practices. bne should interpret a unit cost as one, person's opinion 
about which reaspnable people can and will disagree, an estimate, 
that is susceptit)!e to wide variation depending on the observer and\ 
is certainly subject to negotiation. ^ \ 
Activity costs in general and unit cos'ts in particular convey a \ 
false impression of how costs will change as WorWoad i?hange^. The 
direct or total cpst per student represents the average such ex- 
penditur,e per student. Nothing could sound morp reasonable and be 
hiore misleading than the idea that if the number of students in- 
creases (or decreases), budgets should go up (or down) proportional, 
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- to t^e changes in enrollment and the p^iit cost per sludeqt. AdmiK 
tmg one or a hundred more students may c^st very little, but hiri|>g 
additional "faculty and support staff, building or renting additiea^l 
classrooms or laboratories, providing additional financial aid and 
student services all require additional resources. The cost of Ihese 
additional resourde^s^js called ''^' marginal cost. 
. Traditionally . decisions that ^ntail marginal cosis have logically 
'followed a decision to increase enrollment or other workload. In the 
past several years, however, these logical relationships have^come 

(OinstucL^s a^A/ay ourt of financial stringency, some^ private institu-^ 

<y tions have increased enrollment (and tuition revenue) while holding 
the size of the faculty ^constant. Because of financial ^mitations, 
some state legij^atures have required public institutions to accept 
larger enrollments \^thout providing proportionally more resources. ' 
Traditional cost relfitionships^have alsV-i;ome unstucl^ because they 
wereT)ased on the .effects of constant growfth. In these days and per- . 
haps decades of decreasing enrollments, rwany institutions are find- 
.ing that expenditures' do not a^utomatically decline simply because 
enrollment does. Expenditures decrease only when faculty or staff 
are dismissedor not replaced, r^entats^ace and equipment are given 
up. purchasing is reduced, energy resources are saved, mortgages 
are paid off, and ^o.on. Expenditures change when decisions 
change— not when workload changes— and the tw9 are not auto- ^ 
maticaily related. ^ ' , ^ ^ 

The relationship between -all the resources used by a college or 
university s^nd all the^servdces (of wqrkload, or outcomes) provided 
l3y the institution isjcalled itdefficiency^In the abstract efficiency is 
difficult to oppose because Increasing it means an institution can, 
better accomplish its objectives with the same resources or main- 
tain its current quality and qu^antity of service at; lower cosV(a^i ob- 
jective particularly important in thjsse days of scarce institutional 
resources). " ' , - 

. it seems plausible, but is usually 'incorrect, interpret currently 
available unjt costs as,a measure of efficiency. Some of the qombin- 

. atiops^of technology and institutional arrangements discussed in 
ChapiiS,er 3 will in fact result in lower unit costs,. especially when 
qualitative changes are considered. Unfortunately, costing tech- 
liiques currently available in higher education cannot establish 

^.\y.hich programs are efficient and which programs ar^ not (because 

r of low quality, excessively expensive resources, rapid changes in 
enrollment .or other workload the hidden effects of one-time-only 
capital expenses of gifts, or other splgcial circumstances). ^ 

A'fter ove^ six decades of experience in determining' costs in high- 
er educaSfon, we are on the way to knowing the cost^of everything 

. and the^value of nothing. In addition to concepts of costs and the lim- 
itations of curreht costing techniques, the economics of higher edu- 
cation IS also concerned with t^e roles of prices and values in influ- 
encing -individual and institutional decisions- 
One ^reason department chairpersons, deans, and presidents 
worry about costs is that costs become prices for resource acqui- 
sition. If.the chairperson of physics can show that physics costs or 
ought to cost $2,500 pef student enrolled,^ gnd if 40 (full-time equiva- 
lent) students do enroll, the chairperson WjU request $100,000 to op- 
erate the instructional prc^ram, and if 20 more students enroli the 
nex,t year the chairperson will expect another $50,000. In this sense^ 
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, a department "earns" revenues by "selling" instruction, research, 
and .other services. Except perhaps for the private professional 
srhools_ the price of instruction is negotiated hot witli the students 
t)ut with the campCs administration. The negotiation begins with 
current costs plus inflation and any special eircumstapces. 

There is no reason to believe that cost-determined-prices reflect 
the values or priorities of an institution, especially in areas of ac- 
tivity that have recently received significant outside financial sup- ' 
port Furthermore, cost-determined prices create an incentive for 
always increasing costs (by hiring more faculty and staff oz increas- 
ing salaries) because higher cos<s justify higher tuitions or higher 
state budget requests. Of course, one cannot go to the weU too often-- 
the unwiilmgness-of individuals, their families, and legislators to 
pav more is the real brake on the cost-revenue spiral. 

Independent of the rationale upon which prices are based bud- 
geting formulas can provide clear signals to faculty member's and ' 
organizational units about an institution's values and priorities In 
the mid-1960s, many budget formulas- provided two to three times as . 
murh money for each graduate student enrolled as for each under- ' 
graduate student. Therefore, expanding graduate enrollments in- . 
steajl ot^ undergraduate . enrollments enhanced not only a depart- ' 
menfs prestige but also its resources. .Expanding graduate enroll- 
ments also increased the demand ^r advanded graduate courses 



As tra,ditional enrollments begin to stabilize, the 
competition for students will increasp and many colleges' 
and universities will tur^ to time-tested marketing *^ ' 
techniques^ Depending o^the marketing actions of 
competing pistitutions, a^college qpuld increase its ' " 
enroUment by one of these techniques. bwt institutions 
should be aware that increased demand'^oes not 
antomatically translate into improved financial condition, 
especially if the increased demand was purchased at a 
very high price (massive student aid, for instance, or ' 
expensive curricula or operating arrangements). 



whirh many faculty like to tedch. and simultaneously increases the 
.supply of teaching assistants to teach undergraduate introductory 
courses, which many faculty do not like to teach. However, the 
mirroeconomy of departmenf^as been upset in the last five years 
aq the apparent surplus of new doctorates called into question first 
the forecasts of even larger graduate programs and then the need 
for incentives to stimulate the growth of graduate programs. 

The professional reputations of many- colleges and universities 
are based in part on the academic and career placements achieved 
by their graduates. When the iob;market is expanding, there is an 
incentive for departments to increase their graduating classes to 
me^tnhe larger demand. When the job market contracts, depart- 
ments have the opposite incentive— to reduce the number of gradu- 
'ates. But there'is often Ijttle corresponding incentive to reduce the 
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numW of individuab enrolled* because that would reduf reve- 
nues., The economy of ^.^ddmic departments will probably, be only 
slightly different in the next decade, uith some marginal shifts pf 
emphasis. unles>s academic adrpinistrators consciously choose to es\ 
tabhsh prices tlirough budgeting formulae that truly reflect the 
pribrities and objectives of the institution.^ * ^- 

One cannot leave the subject of prices without discussing infla- ' 
tion.;the condition of generally rismg p?ices affecting most goods 
and services. Virtually everyone in higher education experiences 
the current general price ififlation apci is.helpless to retard it. Con- 
sumer prices have gone up much faster than people have come to 



' The ration§le for creating, expanding, or contracting 
particular academic programs is often the ncfedjor lack 
of it) in the economy for the ^killed personnel the 
programs are preparing. If we had a good idea of the 
n^ber of persons needed with each general skill, we 
could in theory adjust the size of our educational and 
training programs to ensure we produced enough s^nd 
not too many individuals with each skill. This theory is 
' another alluring quagmire that has a thin 
crust of validity. 



expect; for the first time*inniany years people are experiencing a., 
dechne in real purchasing po^i^er. FaciXhy members will undbubt- 
e(Jly seek and some receive sizable salary incf.eases, but it is diffi- 
cult to foresee a pattern of increases -adequate to keep pace with 
double-digit (10 percent or more a year)4pflation. Meanwhile, the 
other costs of pperating institution^ are soaring: Fuel coslsare up by 
a factor of 2 percent to 4 pergent^ t^b^ary acquisitions costs are yp 
' 20 to 40 percent, construction and repair costs are still bounding, 
and so are costs cjf specialized scientific equipmenl, paper,, fiber, 
metals— the list is ahnost endless. It seems v,ery likely that in the. fu- 
ture, institutions of higher education will pay more, buy less, and 
lefirn to cope with the misunderstanding and political antagonism 
this engenders. - \ 

Tw,o scholars recently pointed out that the academic economy is 
one in which consumers don*t buy and producers don't sell, and in 
public institutions .those who pay for higher, education have tr,adi- 
tionally decided neither what to produce nor what to buy. While 
these traditions may evolve* t^e direction of change in state and na- 
tional financing policies js toward the student^as the party at inter- 
est and therefore the ones who should make basic resource alloca- 
tions. Once again, the apparent simplicity of student-based finan- 
cing prograifi^ is a thin vender over a'yery complex problem. 

Most g-oods and services that individuals ordinarily deal with 
have one or a very limited number of prices. Higher education is an 
unusual service in the American economy 'because the net price 
charged students potentially vaxiek jvitH every individual. The ad^ 
vertisjed price— tuition-.diffei's' from one institutipn to another. The 
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' Pf«'e:discountsoffered-student aid-differ' from one per^^^^ 
othe^: asj^-ell as from institution to institution. Scholarship assis- 
tance from noninstitutional sources lower's the net price and also 
differs from one person to another.. Consequently, the net price o? 
•' • SrovSed °" on the^seryice 

In general, as the price of one product or service increases rela- 
.ve to other prices and individual income, one expects an individual 

of Semand'rn? °' ''f ' ^^^-^-'his Fs the econo Jc law 

01 demand. Conversely, one would expect an individual to consume 
more of a product or service if the price is reduced relative to Sr^ 
pnces and individual income. Student aid reduces the net priee o 
attending a college or university and is intended to increase the will- 
.ngnes-s of individuals to attend a college or university. Raising iu- 
.sile effecf'^' ^"""^ ^""^ "^"^ expected to have the dppo- 

The;level of tuition to be charged is Usually an institutional o^ 

• S ?/n'''"'^f ^ "^^^ distribution of studem 
a d IS primarily a decision of the federal government which oro- 
vides about 90 percent of the student aid, in the Unifed s7atLs Con 

3?/ ^. '"L''^'^""^.""'^^^^'*'^^ not establish their own net 

• prices to be charged individuals. xNeverlheless. colleges and univer 

demanT """^ '° '"'^'"^ '° ""^ responsible for the resulUng 

*'^^'!!°?^' enrollments begin to stabilize, the" competition f^r 
TitTf '""f many^ colleges and universities will turn 
■ to time-tes ed marketing techniques (such as aggressive advertising 
and recruitment increased price discounting! easy financing Lr^ 

timl3 n "'i'"'' and incrLsea^venience of 

time and place of purchase). Depending on the marketing actions of 
.competing institutions, a college could increase its enrollment by 
rrp^^H H but institutions should be aware that in- 

ZIhJ "^^^f "^"'^ not-automatically translate into improved f"-' 
ch?Slt° f '"^^^a^^d demand was pur- 

chased at a very high price massive student aid. for instance or ex- 
pen.s,ve cJh-ricula or op"ferafing arrangements). " e.''- 

During the last decade, the federal and state govdrnments have 
become concerned w^th increasing the level and equalizing the 
ethnic composition of student demand, and with reducing the finan- 
?^tintrr^\°^^^^^' education for individuals from low.income ' 
r J^^l ft L ^'^^ government and most state governments do not 
recruit and admit students, design new curricula, schedule course ' 
offerings or select magnetic faculty; the main instruments of this 
public intervention in student demand are student grants and loans. ' 
ch^^T ^^^Tl " student's decision to go to CoUege and" ' 

shown thar,t' r f ^"•/^^^^^'^h on student demand has 
LmI ' l"f price charged a student is a small but significant ' 
factor m the student's choice of college or university. Student abil- 
ity, previous^academic performance, family occupation and educa- 
!!«n'f- ^ « '''^'^^'"g' and peer-group attitudes and values all 
significantly affect mdividjial decisions to attend bollege. It is inter- 
fnSn '^^^ ™Pac's of family occupation 

and educatioh. the effect of family income on an individual's choice 
of college IS relatively small. However, the current assumption of 
pubhc policy IS that Jow family income creates a financial barrier to ' 
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coUege attendance, and eUgibitit/for student aid is therefore largely 
deterhiined by famOy income, family assets, and the number of chil- 
dren in college. , • , ■ •t'j • i 

Under the broadly based federal program of Basic Educational 
Opportunity Grants, approximately, half of all undergraduates now 
enrolled in all forms of postsecoiidary education are eligible for 
some amount of federal student grants. Basic Grants and other fed- 
eral and state student grant programs in small part increase student 
access to postsecondary education, but in, large part they either 
distribute income from government to individuals from low- to mid- 
dle-income families who would have enrolled anyway or support in- 
stitutions, encouraging them to redirect institutional funds previous- 
ly devoted to student aid to support other institutional activities, 

Many institutions are currently operating at a deficit partly be- 
cause of the tremendous expansion in their commitment to student 
aid m recent years. As other sources of student aid become avail- 
able many institutions will be anxious to reduce their expenditures 
for It proportionately. If federal programs merely replace the insti- 
tutional programs on a dollar-for-dollar basis, there will be little im- 
pact on student choice, but si^ificant impact on institutional fi- 
nances. If more students receive aid than before, it will still be diffi- 
cult to determine the additional number of individuals enrolled m a 
coUege or university because of the change. Most student aid pro- 
grams can tell you how many checks they ha ve^ written; few can tell 
you.how many/ additional students are enrolled because of the pro- 

The economics of student loans is similar to that ofstudent grants, 
with a few exceptions. The only part of a loan that should be inter- 
preted as student aid is the difference in interest between the pre- 
vailing market rate and the lower rate charged students under the 
various loan programs. The principal should not be considered as 
aid at all. With the exception of the occupation-specific forgiveness 
provisions in a few loan programs, students are expected to repay 
the full principal and accrued interest. The availability of loans en- 
ables some students to study now and pay later. In this regard, stu- 
dent loans are little different from consumer lo^ns. However, ordin- 
ary personal loans are n6t guaranteed by the government and be- 
■ cause of higher risk interest on them is 12 percent to 18 percent. 
With a government guarantee, -a student loan is as safe as a govern- 
ment bond and'generally pays higher interest (8 percent to 10 per- 
dentl-'than such a bond. The government guarantee of the loan 
makes it attractive to lenders at 4 percent to 8 percent below the 
personal loan riteTAil insurance ftind is created by charging aU Re- 
cipients a small fee. and since loan, defaults are paid out of this 
fund, the direct cost of the guarantee to the government rs small. 

The current federally insured and guaranteed loan programs go a 
step further and subsidize the interest paid by an eligible student 
while enrolled in postsecondary education. More than'three fourths 
of the recipients of guaranteed.loang are also receiving interest sttb- 
sidies under which the student pays 3. percent a year while enrolled 
and the government pays 5 percent to 7 percent on the outstanding 
balance. The government payment is the direct student aid compon- 
ent of the guaranteed .loan program; the lower-than-market interest 
r&te is the indirect aid component. . 
J A major.factor affecting- student demand is opportunity cost— the 
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difference between the return of the most profitable option and the 
return of the actual option chosen. The income an individual fore- 
goes when enrolling in a full-time study program is th6 most fre- 
quehtly cited and debated opportunity cost. Although this cost is in- 
visible and doesn't appear in any accounting records af any finan- 
cial transactions, it is often important in an individual's decision on 
college Jor most wage Qarner&, the opportunity cost of college (fore- 
gone income) i^ larger than tuition, room, board, transportatipn. 
and all other adHitionaPcdsts taken together -However*; as a matter 
of public policy, it has been decided hot to consider opportunity cost 
In the calculation of costs ta be covered by student aid. Consequent- 
ly, colleges and universities are not very accessible to mid^career 
adults and youths entering the labor force early who are often from 
low income families and are frequently target beneficiaries of the 
srame programs that refuse to take account of their mos-t important 
cost. 

The rationale for creating, expanding,, or contracting particular 
academic programs is often the need (dV lack of it) in the economy 
for the skilled personnel the programs are preparing. If we had a 
good idea of the number of persons neeaed with each general skill, 
we could irr theory ad^us^hg^ our educational and training 
^ progranjs tu t?nsure W/^TproOuceu enough and not too many individu- 




one procedure or another, budget or analytical 
stiidies offices assemble an estimated distribution of 
* • faculty time among all of the activities of the institution. 
r Because faculty salaries coi^stitute between 50 percent 
and 75 percent of the total annual operating expense of 
a college or university, this distribution is the single most 
important judgment in determining the cost of an activity. 
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als with each skill. This theory is another alluring quagmire that has 
a thin cru^t of validity. R^asonabJe supply-and-deiuand. estimates 
' concerning skilled personnel can help institutions, funders, and 
vvould-be students avoid extreme cases of excess supply (such as 
general elementary and secondary education teachers). But man- 
power planning misconceptions and misuses are too commonpface 
for the theory to hold up. • ^ 

The area of greatest uncertainty is the number of skilled person: 
nel needed (the demand) in the^edonomy and social. services of a ^ 
state or region. First, there is the difficulty of forecasting future eco- 
nomic Activity in such an area with the accuracy and timehness 
necessary to relate it to Wucational and training program^. Who 
could have foreseen four^years in advance the candellation of -the 
SST, the>eduction in aerospace procurement, ihe virtual elimina- 
tion of the shoe industry^ as a result of foreign competition, 'the explo* 
sive demand for coal 'experts .as oil became expensive ^nd the sup- < 
ply uncertain, the Russian wheat deal that exheusted U.S.^reserves 
and drove up wheat prices only to be followed by a severe drought • 
so that Suddenly agricultural production and self-sufficiency be- 
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-camo a natianal priority a^ain? 

Even if future economic and social activity could be. anticipated 
uorrettlv/ skilled people can be used in many ways. The' recent 
shurtdge of medical doctors and allied health science personnel was 
preda ted on Ihe basis pf traditional forms of individual practice, 
but on the basis of group practice the current supply of medical per- 
sonnel probably would not only suffice, but also provide a surplus. 
How work IS Organized has a major imiftct on the skills that are 
needed, vet the organization of work and the relationships betweejn 
work and education are just beginning to be systematically ex- 
plored. . ^ 

The supply of trained individuals in a state or region has rarely 
UuTi survived. Only some portion of the total skilled labor-supply is 
^vurking in the labor fo^jce at jobs that match their,skills. There may 
be an excess supply in ^ 3tate as a whdle* but important shortages in ' 
M)mi( regions. A state may experience in- and out-migration of skilled 
personnel. Increasing the numbfer of people trained In a state may 
also increase the out-migration of people, trained in the state and 
redute the in-niigration of fieople trained elsewhere. Recent gradu- 
ates with relatively low starting salaries may be wanted more even 
in markets of excdss supply because their training may be more 
relevant than that of older workers whose salaries are higher. 

Sint.e usually no single idstitution dominates the training in.a field 
niitionally or even in a state, there is a tendency* to assume each col- 
lege or university can ^ct independently of an adverse market. Ulti- 
mately \ve are all affected by the labor marketplace, some more 
than others, but the effects are often shortrterm, unpredictable, fre- 
q^eMly changing, andT:^l*ovide little basis for institutional policies. ^ 

Corteges and m^ney have been inseparable concerns since the 
founding of Harvard. The use of money to purchase goods and 
^M^rviues to operate a college or university reflects the priorities and 
pohuies of funders and administrators. Understanding resource use 
(costs) and the incentives created by financial policies (prices) will 
help faculty understand the economics of the academy. Understand- 
ing liow financial aid and the labor force affect student decisions 
will help faculty understand the markot-for their services. Taken to- 
gether, these basic concepts provide a foundation for asking. Who 
pays for what? How can financial inCprmation bef described? What 
ddes, a commodity cost? 




Who Pays for Education? - 



Colleges and uniyersities generally rely on four nngjor in- 
*come sources: student andjservice charges, gov.emmen- 
. tal appropriations', philanthropic and donor contributions, 
and borrowing. The relative importance of each bas 
--shifted significantly in recent years/and few of these fund- 
in^^echanisms are easily manipulable by^an individual 
institution. Tuition charges pre now highly sensitive to mar- 
ket forces, and they are here.<ahalyzed in some detail. All 
sources of $upport heed te\ be better understood by 
thoughtful faculty. - , , 
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^ There is an old saying among academics, when 

speaking of the natural divisions of campus labor, that the adminis- 
trators "in the front office'* should worry about raising money and 
the faculty should, spend it. Ideally, perhaps, that is the way it 
should be. But there is a dir.ect line oAccountability between tho^' 
who provide funds^nd h6w such fynds are spent^And beyond that, 
faculty, in their broader*need to share in budgetary decisfions, can- 
not overlook someiundamental facts of life concerning how their in- 
stitutions gather their income and from precisely what sources, . 
- There are four general income source^ on which most institutions 
rely mjaa^mgAegTees, charges to students and other users of facil- 
ities, governmental appropriations, philanthropic^ contributions 
(either as endowment income or^urrent giving), and borrowing. 
The basic. concept in^ollegiate. financial practice and reporting is 
fund accou^nting^ The segrega tion of income and expenditures ac- 
cording to the specifications of donors, the requirements of goyern- 
• ments, and the services purchased by clients! Only a part of .the in- 
come received by colleges and universities can be considered gen- 
eral income— the pool of money subject to discretionary disburse- 
ment by boards of trustees. Trustees are the responsible custodians 
and spenders of the many moneys whose use^has b6en prescribed 
by others. " ' . 

While each campus'^ money sources will vary, it i^ useful to com- 
pare the facts for any. given campus with some national averages 



{as1he$€ wQre es(timlitedfor 1973-74), but of the $30.5 billion {.esti- 
mated aj $35 billion in 1976] of income reported by all institutions of 
higher education, 21 percent came out of student fees, 37 percent 
from'state governments, 5 percent from local governments, 12 per- 
cent from federal moneys, 2 percent from endov^^ments. 3 percent 
fpom'giftSt^ l2 percent from auxiliary charges, and 8 percent from 
Miscellaneous income. Obviously, depending on the nature and cir-. 
cumsfances of different institutions, such proportions will vary 
widdy, but seen in the aggregate^he general data are significant!; 

Some 54 percent of all college and university incom&^as olftained 
from-gov^rnmeht appropriations. American Eigher education is sub- 
<?tantially dependent upon the patronage of government— ta;c sys- 
tems, the appropriation decisions of chief executives and legisla- " 
tors, and attitudes of the taxpayers influencing government actions. 

In 1973-74, another 5 perceijt qf received incorfte was obtained • 
from philanthropy (3 percent in gifts arid 2 percent from endow- 
ments), yv'hen this is added to income from government, the conclu- 
sion is evident that almost three fifths of all institutional income for 
higher education was obtained from sources external to the institu- 
tions themielves. Only some 40 percent of total income was provided 
by charges. ;r - ' ' « 

Lpt us consider, in order, income from charges, philanthropy, and 
government. 

The whole business of the pricing pqiicy of colleges and universi- . 
ties is one of the niajor problems of higher e-ducation and deserves 
carefifl analysis it has not received. Charges to students are„con- 
nocted. as flows of income, to instruction and auxiliary services. As 
a percentage of income, both kin'ds of 'cliafge^ declined between - 




Higher education as a ^a^al institution depends for 
its income upon govemments.^hilanthropy, and S 
charges. If increases in charges are undesirable, then 
the other two sources of income must.be increase^ or 
institutions of higher education will have to learn to live 
with less income, a very small rate of income growth, 
or undesirable charges* If more income is wanted, all 
constituent groups of the academic community will have 
to be invi)lvcd in "selling" the need, demonstrating a 
convincing casejUiat the public interest can be served 
and preserved only when colleges and 
universities are prosperous. 



195p and 1974 (although in dollar terms, tuition charges for instruc- 
tion increased more than ten and a half times and charges for auxil- 
iary ser^ces increased more than seyen times). The percentage de- 
cline in student fees asa^source of income is explained by two facts: 
the substantial shift of enrollment from 50 percent'in pubhcly spon- 
sored cplleges and universities in 1950 to 764Dercent in 1973-74. and 
the pattern of generally lower tuition charges in the public institu- 
tions. Auxiliary enterprise income has also declined (as a pfercent- 
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age of total income) because in the past 10 years public^ s'^^tems 'of 
higher education have tended to expand .their facilities in major 
urban areas where thev increasifigly serve"a>^omiT\uting student 
bodv that relies more on servicies provided off-campus.. 

At> faxsjj) auxiliary enterprises ar^oncerned. college and univer- 
sity policy is f^irl^ clearrvThe obj^tive is to make all ^ch enteW 
prises self-supporting through chsjges to the users oi* consumers of. 
the services thus provided. Hovvever, the tuition issue is more diffi- 
cult. The Committee for E^numicpevelopraent raised the question 
m a report published jj^i. 973. ano^ did the Carnegie Commission 
un Higher Educatiorb Student groups have formed associations to 
Wbby with state legfslaturs on the subject, arid governors, state leg> 
iblators. and some members of Congress have taken strong political 
positions on it. 

The CED recommended that tuition dharges to students in public- 
ly sponsored colleges arfd universities fee fixed at' 50 percent of the 
average cost of instruction per studenft Th6 Carnegie Commission 
suggested that tuition ijLpublic universities be'increased to one third 
of * e(iucatioiKrr''c^ts and endorsed me idea of differential pricing. 



The external problem for higher education is h6w.to 
attract and keep increased support from the principal 
sources of philanthropic contributions: alumni, we^ltb 
friends^ private foundations, and Jbusiness corporations 

What kinds ot services jby colleges and universities 
attract interest and then financial support?* What kinds 
of circumlstances encourage alumni and others to offer ^ 
gifts, and what }^d& of circuiastances r.epel thm? Thefe 

are no ready an&wers, but a college or university t^at 
^wan^ philanthropic support has to devise some definite 
responses and holpe that experience ulll prove 
the^ to be effective. 



the lowest charge forJower-division students, a larger charge for 
upper-division student^Nand the liighest charge to graduate and 
graduate professional students. 

These 4*ecommendation^ hhd mqre to do with narrowing the gap 
belweea public and private colleges and universities (a gap which 
may have influenced the enrollm'eqt trends of the past 15 years) 
than witH*any carefully formulated palicy position on tMe subject of 
prioing. Furthermore, it is the simple tru^ that admiriistrators have 
^turned to increased tuition charges for th^ gtark purpose of obtain- 
ing ^more income to meet rising instructional cojas. Most su^h in: 
creases have been a matter of financial expecjiency, not carefully 
determined policy, \ 

Part of the pricing problem arises because of the |amily income 
status of students, especially undergraduates. Bureau of the Census 
data published recently in the report of the National Commission on 
the Financing of Postsecondary Education show that, in public re- 
search universities, 72 percenf of undergraduate students as'of 

f5 . . ' ' 




fifty-tfiree 

1972 came from families \Vith incomes larger than $10;600 3 year. 
And of all students from families^ with annual incomes above 
' $25.000. 64 percent were enrolled in public colleges and universities 
and only 36 percent in private colleges and universities. In the . 
family incofne bracket of $15,000 to $25,000 a year. 75 percent of alf • 
• students were enrolled in public^leges and universities. There is 
no doubt that^e-iranmers^stud^ from families in -the tipper 
half of the income distribution are^erk-oUed in publicly sponsored 
colleges and universities. / 

The questi^on is then asked by state legislators and others, Why 
should low tuition charges be mamfained for jhese students? Apart 
from the answer of historical tradition developed in the context of a 
very different kind of economy^'^ convincing rationale of the appro- 
priate relationship between^arges and family income is.still to be 
provided by spokespersopsr for public higher education. A major ar- ' 
sument is that famiUe^n the third qua^tile of family income from 
Si 2.000 to $25,000 ai^ finding it expensive to maintain one ermore 
children in pi^rfi colleges and universities away from hom^. 
On th6 o\\^et hand, it is widely said that tuition charges, of $2,000 
. to $5,0M aryear have priced privately sponsored colleges and uni- 
- vei:sj;ie§ out of the market. Enrollment losses have been blamed 
upon highMuition chat^es, and because of a desire to broaden the* 
sorioepenomic base of student selection juany private colleges and 
universities have assuip^d a costly student financial aid burden that 
has produced growing deficits. in current operating accounts. 

At present, it should be emphasized again, through tuition 
charges and auxiliary eilterprise charges, students are providing 
about one third of all the income of colleges and universities. In 
many individual situations, including almost all private general bac« 
calaureate colleges, the proportion -is oLcourse much higher, 
^second, but f^ir smaller sourbe of cofib^e income is phil^ntibro- 
^ pirJ/giving. Between 1950 and 1974 it apjSears that the eridcAvmV ' 
anH gift jncome for current operations in colleges *and unive^ities 
increased from afotind $200 million to around $2.4 biflion^^^s is a\ 
n^taWe advance. ^o|h privately and publicly sponSo^ colleges. 
pti universities have irjtensified their efforts over th^ast 25 yea>fiL 
io attract philanthcppic support, esppsially frotn^ir ever-increas^ 
^Kig alumni, and this support has oft^n /een c^cal in meeting yar- 
ious needs. During the period, howeVe/^sucKincome fell .from 8 per- 
cent to 5 percent of 'total income./ ' 

Th6 external problem ior highe^/education is how to attract and . 
keep increased support from tha^rincipal sources of philanthropic 
(Contributions: alumni, wealth/ friends, private foundations, and 
business corpora tions^Whaf kinds of information do potential 
givers desire? What|kineis of Services by colleges and .universities 
attract interest and^hen Itoancial ^port? What kinds of circum- 
Stan^ encourage aluipni a\d ojtheirs to offer gifts, and^what kinds 
of eijfcQmstances r^el them^The>e ark no ready answers, but a 
rolMe or universtty thW wantfe Wlant has to devise 

<injfCe definite resi^nses\nd hom that experience will prove them to ^ - 
be effective. \ I h ' ' ' 
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) effective. \ V ' • * ' 

IpB not enough that adWi^trative officers Isiiould seek philan- 
)pic support; faculty and students can and should have a role as* 
I Involved alumni ard likely to be interested in the facnlty mem- 
s under whom they studied, and if alumni are not encouraged 6r 
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•discouraged by the appearance, behayior. anfl a^tituSes of the cur- 
rent generation of students, they are at least curious about these 
ihings» ' • ' ' 

. A study of some 861 colleges and universities by the Council for 
Financial Aid to Education indicated that in 1972-73, the sources of 
^philanthropic support were as follows, nonalumni .individuals. 30 
percent; alqmni. 24 percent; general welfare foundations. 23 per- 
cent; business corporations. 14 percent;*religious denominations. 4 
percent; other sources. ,5 percent. . 
f It seems unhkely that any one attitude or interest can be identified 
as the phyanthr6pic attftude pr interest iti higher education. Poten- 
tial givers to collets and universities undoubtedly have varied at- 
titudes and interests, just like th.e population as a whole. Thelask in 
promoting giving, if that is desired, is to attract moftey while not 
dliena^g persons.or groups of varied points of view. There is a sim- 
ilarity nere to endeavoring to achieve political consensus jn society * 
at laroi. 

It isfobvious that higher education in the United States, both pub- 
hc^and^^rivgite. has become so, dependent on the support of govern-^ 
meats twt the attitudes of governments will have a major contin^ 
mg |mpaqt upon the operation of colleges and universities, for in- 
state, the enforcement of governmental affirmative action pro- 
grams and nondiscrimination pohcies is based on the threat of a 
withdrawal of federal government fundhig. It is generally estimated 
that 80 percent of all separately budgeted research Activities in uni- * 
Versities is provided by federal government grants, and undoubtedly 
a con3iderable part of the expense of graduate study^ especially at 
- the PhD level, is supported out of research grants in, both public and 
private research universities. /.* 

Chief executives, legislators, and thejAfstaffs tend to ask three . 
particular questions. First, why does it ^t so much per student to 
operate a college or nniversity? Second, why should faculty mem- 
bers receive salaries that support research and public-service out- . 
^uts in addiMon to instructional outeuttJfiird, why should Higher 
education be suppori6d to educate>^den^sin o\ the Ameri- 

can labor-mark^T' ^u^Ad ' f ofgauqated talefit? ^ . . . ^* 

Whatever the answers, they must be reasonai)lB aijd^onvincing if , 
chief executives and legislators are to be Qenti^aded ^ 
their support of colleges and uriiversities. No fac^^W nfi^r stu-^ ^ 

dent who wants his or her college or university, pilBlfc'oj:^^jte^^^^ ^ ^ r 
continue to receive government financing can afford/it^ b4'^dif||rf' ' [ \ ' • 7 
ent to the kinds of questions listed above that are asked bf^^^ifm I : 'V;' 
ficeholders and others. Jn addition? faculty and student ^Iti.tud^'s ' ^ ; 
and behavior do much td determine the attitudes and'beh^^or^of 
governors and presidents, state and federal legislators. at^,i0^ y 
government officials tpward higher education. Faculty and siu^|hts ^ / . 
can logically be indifferent to the attitudes and behavior, of govern- 
ments only if they are willing to forego the benefits of ^ov^f nmental 
support. , . / . i, y.'-: • '/i * 



Many other groups in American society— sqhqol.tetaph^rs. fajr- . 

" irs, church leafdets-^havAW ^' 
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mers. labor junions, business leaders, ^ ^. . . 

appropriate to dei^elop their dOwn means for influencingi b! 
tatudes and legislative votes. Can higher education e^cpecj f 
political response oij the basis ofindifferen^eHr hostilitj^t 
tivation of such a development?^ ^' " ' ft 

9^ 



tiCal AX- 
vbrabie 
the ciid- 




fifty-five . 

Gov^ments, whose support figures so largely in the financing of 
highereSucation, now incline toward other priorities and other ma-, 
jor interests. Higher education has lost much of its public appeal, or 
so it is felt. Undoubtedly there are political forces at^work slowing 
down the rate of gaveriimental income groivth'^for higher education, 
even as there were political forces at work to advance the rate of 
this income growth 10 and 15 years ago. 

It is widely assumed that the income of colleges and universities 
has been declining overall in recent years, and in some.particijj^r 
instangps this may have occurred. But ia general this assumption is 
faulty. The available information suggests rather th^t the rate of 
incjcaccg^ in available income has tended to slow down in the past 
seyerahy^ars: Even this slowdown has not been uniform for states. 
ii;istitution^>sQr programs. ' . , , 

As colleges and universities have encountered a **new depres- 
sion** in higher ea^^&aHon financing in the past five .or six ypars. a 
great deal of attention n^<been paid to what may constitute finan- 
cial Exigency for a particular institution. Bach situation, obviously, 



There is an old saying among academicS,^when 
speaking of.tbe qatural divisions of-campus labor, 
. that the^administrators "mliie fi:ont office" shoulcj 
worry about raismg money and the faculty should spend 

it. Ideally, perhaps, that is the way it should he. Bijt 
there is a direct line of accpunfabiiity between dbose who 
pjroviSe funds and how sueh firnds are spent. And beyond 
that, faculty , in their broader need to share in budgetary 
decisiohst cannot overlook some fundamental facts of 
life concerning how their institutions gather their 
income and from precisely what sources* 



must be evaluated according' to the circumstances and in good faith. 
Nonetheless, a condition of financial exigency should not be too dif- 
ficult to identify and understand. In general, it arises.when current 
operating Expenditures of a college or university, or for a particular 
program or category of jrelated activities, exceeds the available cur- 
rent income for the institution, program, or category. 

There may. of course, be some a/gument aljout the exaqt amount 
of income aivailable for current operations. Should all or part of the 
endowment fund be expended before the state of financial exigency 
is held to be, at hand? Should funds'be shifted to avoul financial exi- 
gency m a given purpose or account? These are all good quesfions* 
that deserve careful review and discussion. 

The appropriate institutional response to the need to re^ditce^ ex- 
penditures may be debatable. Often plant maintenance a^d other 
support services are reduced before any attempt is made to* cut in- 
structional costs. Should the salaries of administrative and profes- 
sional staffs be reduced before the salaries of faculty are? These . 
arg appropriate questions', too. 

Conflict about the definition of financial exigency and about re- 



, ' qoired cutbacks is most likel> to arisff when the ftnanciai facts of Hfe 
about thle institution have not been fully repoTrted and communi- 
cated thrQUghout the academic community. There is no excuse, for 
secrecv in the. financing of colleges and universLties^ enterprises 
that are full> inv^olved in the performance of a public service in the 
public interest v^ith pjtiblic fun3s. . ' > » 

^ Higher education as social institution depends for its income, 
upon government^ jj,hi]anthropy, and charges. If increases in 
changes are un^e^ir^tji^^.then the other tvvo sourq&s of income must 
be increg;bed or instllutioi^- of higher edii&ation w ill havp. to iearn to 
, liyeja^fflTljBss income* a vary sTftali rata of income growth, or unde- 

•^-•-^^tfable charg^^. If-ffioreitTj^pme is wanted, ail constituent groups of 
the academic coinmunity WiH^ha^ to be involved in "seifing" the 
need, demonstrating a. ConA^irjcinjg case that the public interest can 

. be served and pr^^erveU only when colleges and universities are 
prosperous; 
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Undemanding Budgets 



The institutional bOdget and finance reports .qre a coi- 
lege's l<ey operating documents; ttius a basic under- 
standing of ttienri is essential for faculty. Not all budget in- 
formation is equally important and no institution handles 
its budget reports f$recisely as another. Nonetheless, some 
standardization is now'emerging,dnd common cost and 
ipcdmei denominators con be identified. Deciding what 
questions to ask is (Critical. These questions, and their an- 
swers, provide a brood outline for the finarYcial life of an- 
academie "institution.— » 
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Few academics ^jsteed reminding that an unijerstand- 

ing of broad concepts in a Held of knowledge hardly constitutes 
mastery. For betteror worse, full comprehension requires mastery 
of a technical vocabulary as well. Responsible fapjilty thus owe it 
both to themselves and their institutions to come to terms not only 
with the broad concepts of academic economics, but also wUh the 
specialized language in which they are presented. In addition, it 
must, be understood that if financial data are equally dreary/ they 
are not of equal significance. Separating the wheat froiti the chaff is 
central to a grasp, of an institution's finanaes. 

Times, moreover, have changed, and it is increasingly impossible 
to consider Hnancial matters as di^nct froi|i academic policy. One 
inay widh it were otherwise, but that changes the situation not a jot. 
The scene in the. faculty senate is by now all too familiar. In alter- 
nately intricate and mundane faculty committee meetings, the larger 
financial qyestioils may come to focus, at any time on discussions 
about facility salaries and fringe beneiSts and workloads, the size 
and support loads of gradua'te student enrollments, libraries, of- 
fice?, telephones, travel facilities, equipment, and aU the other cost- 
ly academic needs^^^and .wantd, and the trade-offs that are now in- 
evitable. • ' ' \ . 

. These' trade-offs have too much to do .with too many changes in 
the professional liv^s of fac;ulty members to be ignored any longer, 
^rade-off discussions lead to the need for information and sound 
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qualitative judgments, and faculty members now need increasing 
access \q the available fact's/ Many academic professionals, al- 
though not all, hafve learned t,o go to primary source materials in- 
stead of some interested party's interpretation or jnanipulation of 
figures Finagfial reports and institutional and departmental bud- 
get' summari€?$ are increasingly in evidence at faculty committee 
meetings The resulting curiosity about the strangely confusing con- 
tents^of ^ese documents and the relationships revealed therein has 
caused *more and more administrations to produce supplemental 
documents. While these are intended to be responsiye to the ques- 
tions of faculties aild others, they ahnost inevitalily generate. even 
more figures in new arrays and aggregations requiring still further 
interpretations and qualifications. Unfortunately, to make useful 
Judgments, faculty members now have to learn to appreciate and 
understand some of the tensions between simple financial asser- 
tions and complex accounting exhibits, and between the accounta- 
bility needs of professional .auditors and the information needs of 
academic managers and theif multiple constituencies. 
• Nothing §aid here is going to solve all these problems. The intent , 
IS to offer faculty members advice on what information is significant 
■and useful to them, where in the various documents it is to be found, 
and how to interpret it. Inevitably the advice has to be general, with 



Financial reports and institutional and departmental . ^ 
budget summaries are increasingly in evidence at faculty 

committee meetings* The resulting curiosity about the 
'Strangely confusing contents of these documents and the 
relationships revealed therein has caused more and more 
administrations to produce supplemental documents. 
Unfortunately, to make useful judgments, faculty 
members now have to Icam to appreciate and 
understand some of the tensions between simple financial 
> assertions and complex accounting exhibits, and between 
the accountability needs of professional auditors ahd^ 
the information needs of academic managers and 

their multiple constituencies. • 



a likelihood of inapplicabihty to specific case^. The financial docu- 
ments of institutions :of higher education tend to be at least as di- 
verse as' the institutions themselves. The budgets and financial re- 
por|$. for private institutions, especially those heavily endowed, are 
npfably unlike those for public institutions, which have been shaped 
extensively by and for legislative bodies. ] 
Centralized institutions allocate their resources and report dfffer- > 
ently than decentralized ones, some of which have wide, variations 
of practice within^^ single institution or consortium. Large national 
research universfties have accounting complexities involving cost 
allocations for research activity that do not occur at all in small lib- 
eral arts colleges, either public or private. And if one goes beyond 
traditional institutions of higher education to the full spectrum of 

1 



posbecondary education, there occur many additional variations, 
each of which may reflect institutional idiosyncrasies and proprie- 
tary OFigins, Few business^fficers in colleges and universities or 
* statewide systems of an> size comprehend all the fiscal facts and in- 
terrelationships in their own institutions, and when it comes to 
making meaningful comparisons with otheV institutions, they are as 
prone to, error as" anyone. 

The fact that the words used to describe the financial processes, 
arid documentSsare the same, even though the processes and docu- 
ments usually ar^ot. often misleads not only the unwary observer 
but ^so the e^xperienced analyst. For example, there are several 
kinds of balance sheets. A^diange-in- funds statement can be dis- 
played in infinite variations. One might think, •*WelI. a budget is a 
budget." But an item or object budget can be a very different crea- 
ture from a program or functional budget, and a prograrri* budget 
ma> be a per/ormance budget or only pretend to be one. There are 
zerobdse budget processes and incremental budget processes, ^nd 
each frequently exists more in the mind of the conceiver than in 
reality. . 

Ani one concept is seldom entirely consistent in realization. 
*There are plarining, information, and control assets in most bud- 
gets, yet, even their makers often' confuse the assorted purposes. 
Most important, all budgets are only inexact estimates, sometimes 
wildly inexact in unpredictable times like these. What actually hap- 
pens in the course of the budget year is frequently not published at 
all. except in bits and pieces in the year-end financial reports, and 
these reports seldom reconcile in any easily recognizable fashioij 
with the budget estimates with which the year began. Frequently, 
more truth is buried in the carhpus archives than in the published 
budget, whiqh is, after all. only a set of predictions before, the fact. 

Does it then make any sense to try to deal with such treacherous 
documents? If one hopes to be comprehensive, precise, and system- 
atic, the endeavor is virtually hopeles^. not to say useless, at least, 
for those who have less than full time to devote to the effort. But 
there ^re ways to go. One can consider the financial questions jnost 
frequently asked by faculty members and offer illustrations of way3 
to look fo^ answers (or at least hints of answer^), in the limited and 
often baffling accountants' documents. And one can considei|; where 
not to look and ho w"" to teal answers to determine which ones are 
•real rather than Just appearing so. 

Deciding what questions to ask is critical. A faculty member's 
view of what is important to know is not likely to conform to what 
governing bodies, either public or private, reqjaire in financial re- 
ports or budgets, nor to the views of the managers, the students, the 
parents, or of donors. The faculty member has a unique view of the 
priorities and responsibilities of the institution, not to mention his or 
hej own person/al interests and concerns. There will be time enough . 
to compromis^ with all the others after the best available answerd 
are detenpified. Faculty members need to show an honest concern 
and a^ymiy for information that makes a real difference, however. 
Otherwise the costs of ceintral administration will go up again and 
again. , 
•'What are those key questions likely to be? 

The first and most frequent questions are addressed to the Greek 
machine of higher education, external income. In the fifties and six- 
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ties such income spnouted almost on request/ sometimes even with- 
out solicitation. Iji the seventies the responses to much jnore urgent 
solicitation, virhether to governments, foundations, or unorganized 
philanthropy, have b^eri fewer and highly selective. Old dependen- 
cies die harct Faculty still hope that the n^oney somehow remains 
out tiiere. that their needs won't have to suffer through highly com- 
petitive resource allocations or further escalation of tuitions or stu- 
dent fees, that new programs can be fihanced without reducing or 
eliminating present ones, that when financing of research by gov- 
ernment goes down somebody else can be found ^o-foot the bill 
rather than cutting back^^n research activity. 

When this search for an ^qsier way out becomes, for the most 
part, unproductive, faculty' interest turns tblhose outside funds re- 
ceived and set aside In an earlier, happier time for some rainy day. 
•It is clearly raining now. note the logical inquisitors. But. they are 

Deciding what questions to ask is critical. Afaculty H 
member's view of what-is important to know is not likely ' 

to confpnn to what goWning bodies, either public or 

private, require in fin/ncial reports or budgets, nor to 
the views^of the managers, the students, the parents, or 
0f dd0or$. Thfe faculw member .has a unique view of the 

priorities and responsibilities of the institution, not to 
ifiontion his or her own personal int#>rpcfs ^Tifl!.r9 T^^ftnjc;, . 

There will be time^^nough^to comprodiise with all flie - . 
others Hotter the best available answers are determined; 
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quickly told, this looks more like a permanent change in the weather 
than just a passing- shower. Faculty soon learn how dependent the 
institution has be<?omQ on Xke annual income provided by the capital 
that ha§ be^n saved. And most come to the conclusion that spending, 
down thp alleged res^erves only reduces future income when anh&al- 
ly higher inflation increments show every sign of becoming a way of 
life. _^ * ' 

. If arid when faculty members are persuaded that there is httle or 
no hope in drav^ing from external incom^e, present or past, the next 
set of questions usually concerns the priced of services and the 
charges levied, predominantly tuition. Can stlidents be charged 
more? Can financial aid costs be^h^ld dov/n by the increased use of 
loan^? Should there be differenti^ tuition's to Tecogitize that some 
programs cost more than otherf? Should athletics be forced to pay 
;heir own way? Are lab, library, or health ftees as high as they can 
or ought to^'hfe? » 

If a given institution's problems are stiy not resolved at this stagi 
of the discussion (and they ahnost never are), the quesfions turn, to 
the expense side and begin to come closer and cl(3|er to ,the faculty, 
first its peripheral and ultima^tely its* central cpncerns. There is one" 
area, of expense that the {acultyalmost always regards as^emihently 
available for reduction: central administration and services, wjiat . 
does that self-ser^^ing bureaucracy really do? Why are its costs so 




high. and its services so in^^quate? Surely there can be savings 
there! The faculty is sometin)^6^jight^but often wrong. Usually sav- 
ings can and should be made in me central administration, although 
in the last few Mears many institutions have considerably tightened 
up administrative costs. In some cases faculty have seen the/^deteri- 
oration of services and substantial indirect costs of under-aldminis- 
tration. This is especially true W^here much time and attention(which 
both cost moneyjlhave been diverted to paper pushing, because of 
urgent and enforceable demands from federal, state. ^n[d local gov- 
^rnihents. usually concerning a maze of affirmative action and en- 
vifonmental impapt requirements or demonstrating to legislative 
committees that a predit hour (?ost is not an^artificial figment of aca- 
c^emic imaginatior 

While few coHekes have spent ihe $3 million estimated by the 
huge University of iCalifornia system in meeting the data require- 
ments of affirmative action alone, all institutions have spent a lot on 
data collection and report formats in this area— not tomention those 



Why should a faculty member care about [collecting 
. ' outstanding buls]? It may mean pushing stuHents and ^ 

parents harderlfor payment, and that has implications ^ 
•everyone ought Ito consider. Faculty members who are 
unsympathetic to rigorous collection methods, including 
the withholding\of academic privileges from students 
with unpaid bills, sliould understand that laxness here 
^ may mean less money for the educational enterprise as a 
whole, not this year perhaps, l)ut in a future that always 
^ arrives before it is expected. . 

> / • ... • ' r 

required b> new legislation on pensions, occupational safety, finan- 
cial aid, pollution aspects of commuting fatuity and students, and 
countless other objects of recent governmental concern. (The edi- 
tors of Change recently* estimated the total annual cost for all col- 
leges and universities at $2 bilhon.] 

The final group of major questions concerning the educational 
and research process is originally posed not 5o early or so often by 
faculty members (ejlcept perhaps by department and comfnittee 
chairpersons) as by all the oth^ constituencies, HFrom governments', 
to trustees Ao administration to students. But faculty members 
themselves now are looking for answers in this area in order to re- 
spond to the questions j^nd frequently mistaken or uninformed no- 
tions of others. It is surprising how difficult it can be to disprove 
wrong notions to people who don't know very much about a subject 
to begin with. How lar^e should th6 faculty be in relation to the vol- 
umes of its teaching, research, public service, and committee .re- 
sponsibilities? How should its size be divided Between tenured and 
nontenured. among ranks, among senior and junior fiacuUjLjn^m- 
bers. and among graduate student teaching ancivreseaAch fffl.ows? 
What are appropriate faculty^ salaries with respect to the, cost of 
living and the scales of similap institutions? 
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What about fringe benefits in individual institutions in relation to 
the teaching and allied professions as a whole— retirement, health, 
life insurance, disability, higher education for dependents, sabbati- 
cals, travel publication? What^bout allowing ^time for outside .con- 
sulting? What about laboratories, equipment, libraries, and gra.du- 
ate-student support for research and the allocation of their costs; 
telephones and office and clerical costs; the costs of convenient 
classrooms and convenient schedules and the implicit capital and ^ 
operating costs built into low-space utilization rates in a nine-month 
year*? AUk)ugh faculty members usually have not volunteered these^ 
questioi^. they are pressing for data that will enable them to an- 
- swer questions before others do so. 

Where can the answers to all these questions be found? In no 
single place, of course, but here are some suggestions to start the 
search: 

The financial report (sometimes known as the-ireasurer's re- 
port], which gives the largest view of the flow of income and ex- 
penses, tends to be better for income than for expense questions be- 
cause the categories used are easie'r to define. There will always be 
difficulties in interpreting these reports because the greatest differ- 
encej in the patterns of institutional funding and expenditure make 
standardized categories potentially misleading. 
• Currently there is a promising, if somewhat confusing, movement 
toward improvement and standardization of the principal exhibits 
m financial reports. The most significant such effort is sponsored by 
the Department Df Health. Education and Welfare, and is being car- 
ried out by the National Center for Higher Education Management 
Systems (NCHEMS) in consultation with the National Association of 
College and University Business Officers and the American Institute 
of Certified Public Accountants. 

The movement has beeri made necessary by an increasing num'ber 
of poorly informed, often erroneous commentaries, typified by a 
vyell-publicized effort a few years ago by two busines3-school fac- 
ulty members at Cornell. They outlined some of the problems, some 
accurately, others mistakenly, and offered half-considered alterna- 
tives that could havered to chaos. &b^e of their appropriate criti- 
cisms have been met by the NCHEMS effort, while otherslrave been 
dismissed because they were not supported By thfe facts. 

An example of the reforms may be useful. Some institutions re- 
ported unUl this year onJy the gifHncDme that was actuaUy spent in 
the year received, calling the amount "gift income availed of." The 
new method will report everything received, transfer out amounts 
reserved for specific purposes in future years, and record the 
amount spent in the year reported. 

The NCHEMS Higher Education FinanceManual provides a model 
set of exhibits, some of which are used to illustrate this chapter. The . 
manual incidentally, should^rove a useful document for faculty 
members. " 

The manual's balance sheet Exhibits, two of which are given here, 
were taken from another highly useful book on college and univer- 
sity audits, first published for the American Institute of Certified 
Public Accountants by the Committee on College and University Ac- 
counting and Auditing. 

Our first exhibit (la) is the balance sheet The most important re- 
form here is the showing of prior-year figures directly beside the 
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/igures of the year being reported. Trends, not isolated figuresr.^are 
at the heart of understanding academic financing, arid, two years 
are always better than one. Basically, the bal^fnce sheet shovy^ how 
the.accountants reconcile the assets and the Habilities.' but it also 
offers other information. 

Exhibit lb IS an interesting example of fund accounting, in which 
resources for various purposes are classified into funds in accor- ■ 
dance with activities and objectives specified. Within each fund 
group, fund balances 'restricted by outside sources (such as certain 
gift endowments) are separated from unrestricted funds, whose al- 
location is the responsibihty of th^ governing board. 

The exhibits also demonstrate the comptexity'of fund accounting. 
They show that the uses of many assets are sharply restricted to 
handhn| certain habihties— that the balance sheet js not onl^ a mat- 
ter of mJking two bottom lines? come out the same, but also sets forth . 



There is much erroneous faculty lore about the - 
investment and distribution of income from endowments 

and the various kinds of rfestrictions on them. The 
trustees of the institution, making decisions that affect 
the balance between present and future, tend to be 
future-oriented, \yhilfiiaculty tend to be more 



present-oriented. The striking of balances between 
♦ present and future and between opportunity and risk 
^ is a legitimate source of tension. 
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fund groups, each of which also must balance without transfers that 
are illegal or breaches of understandings with donors or other fund 
sources. The fact that funds are not transferred in some cases does 
not always mean that they cannot be, and while the exhibits and 
footnotes often e;>ipJaiTTthe transfers that are made, it takes further 
inquiry to determine which of those that could have beenj;nade were 

*Tiol71i'nd why. . , 

What does the balance sheet tell us about the my thjcal, education- 

,al institution in ExhiliiJAa? The current fund has more unrestricted 
cash than in 4he prior year, unrestricted investments are up.^and so 
are the uppaid bills tfwed to the institution. Inventories and prepaid 
expenses are up slightly. The increase.in. unrestricted liabilities is 

JessJban the increase in assefs, and the unrestricted fund— perhaps 
the key figure— is up almost 5.0 percent. Overall the picture looks' 
unusually heahhy. There appears, however, a warning signal that 
unless there is a special explanation, someone should work hafder 
at collecting outstanding bills. 

Why should a faculty member care about this last item? It may 
mean pushing students and parents harder for payment and that 
has implications everyone ought to consider. Faculty members who 
a re unsympat hetic to^iigorOJUS coUecUon methods, including the 
Withholding of academic pri\nTeges from students with unpaid bills, 
should understand that laxness here may mean less money for the 
educational enterprise as a' whole, not this year perhaps, but in a 
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. .future that always arrives before it is expected: — ^ — - 

The current fund's restricted accounts do not seem to pose major 
• problems for this mytliical institution, either. However,, a figure to 
watch in raan> real institutions is ll^e restricted fund balance, ^f it is 
growing too rapidly, the managers maV not be working hard oi; im- 
aginatively enough to use unneeded restricted money to meet Nthe 
central educational purposes of an institution instead of ^draining 
more precious^unrestptted funds, these, unrestricted balan^ces 
sometimes conceal '*coQkie jars" that ought to be^looked at in broad-, 
er terms than the (Apartment chairpersons or others w^o adminis- 
ter tjheift can or likMjg^do. If they are growing while other balances 
are declining, an inquiry is more than justified. 

The endowment f^nd situation in the exhibit is interesting, al- 
though not altogether revealing. By the patterns of the seventies, 
either this is a fortunate institution or this is one of the infrequent 
gpod years. The endowment is up 15 percent (irrespective of the dis- 
tribution of annual income, which is not shown). In recent years, an 
^endqwmenUsas likely to have been down as lip. Again, unlike the 
situation in this case, endowment and similar fund balances that do 
not have restrictions against use of capit.al (listed here as quasi-en- 
dowriient unrestricted) have often been spent to meet operating 
deficits,' reducing the capital and, future annual income.. 

Ther,e is much erroneous faculty lore about the. investment an.d 
distribution of income from endowments and the various kin^s of re- 
strictions on them. The^trust^es of the institution, making decisions 
that affect the.balancje between present and future, tend to~Be fu- 
tu^*e-orientEd, while faculty tend to be more present-oriented. Jhe 
striking of balances between present and future and between' op- ^ 
portunity and risk is a legitimate source of tension, even conflicts but 
the informatioli in the balance sheet is not adequate for either party 
to this dispute, and fhformation for the purposes of that argument 
has to be sought in another document yet to be discussed, 

Theje are situations in which spending capital gains may be 
appropriate, but they are fewer than most faculty think. In most en- 
dofwed institutions, there were substantial capital, gains from stock 
investments in 1970-71 and 1971-72. but these did not go much be- 
yond the capital looses of 1969-70 and were more than wiped out by 
the market advi^rsities of 1972-73 and 1973-74, Some who spent their 
gains freely are still in trouble today even though the 1976 market 
has bounced back because they had fewer holdings to benefit from 
the bounce. The purchasing power of their income from the portfolio 
is also'down permanently. It must be remembered that it is not the 
faculty but the trustees who have the legal responsibility for such 
matters and can be held accountable. At the same time, the trustees 
have to remember that there are also accountabilities of steward- 
ship other than financial ones. The absolutely safest fin ancial oper- 
atipn would have no students, no faculty, and no plant. Witl) no ob- 
ligations, no activity would be threatened,^ not even by total loss of 
the investment portfolio, ^ 

Overall this institution seems to be simply too healthy to be very , 
interes,ting— or very typical currently. Its balances are grbwing 
modestly, and one could guess its enrollments are too. Its indebted- 
ness is going down, its ptent is not growing much (an especially 
healthy sign in the seventies), and its library collection does not ap- . 
pear to be suffering, * i 
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, Balance Sheet 

June 30, 19 



with comparative" figures at June 30, I?- 



• ^ Assists 

Current Funds 

Current Year_ 

Unrestricted 

Cash $. 210,000* 

* Investments ^ c. 450»000 

Accounts receivable, less allowance * * • 

of $1S,000 both years,.., : 228,000 

Inventories, at lower of cost (first-in, 

' firstrout. basis) or market../.. . -90,000 

• Prepaid expenses and deferred charges 28,0 00 

Tojtal unrestricted 1,006,000 

Restricted 

' ;^Cash 145,000 > 

J 'Investments...; 175,000 

AccQunts ceceiVable, less allowance, 

df $8,000 both years , 68,000 

Unbilled charges 72,000 

Total restricted ^ 460,000 

^ . Total current funds.. > 1H66,000 

^Loan Funds 

' ^ Cash - 30,000 . 

Investments ! I00,000 

Lpans to students, faculty, and Staff, 
less allowahce of $J0,000 current 

year and,$9,000 prior year ! 550,000 

Due from unrestricted funds : 3»000 

Total loan funds 683,000 

Endowment and Similar Funds . ' 

Cash .' ^ * 100,000 

Investments 13,900,000^ 



Prior Year 

$ 110,000 
360,000 

r75,000.' 

80,000 
20,000 

745, bob 



101,000 . 

165,000 
« 

160,000% 

426,000 
1,171,000 



20)000 
100,000 

382,000 

"Tdiooo" 



' 101,000 
11,800,000 



Total endowment and similar funds..:. 14,000,000 



llj$01,000 



From College and Umveriity Buttntit Adrntnutration* 2iid rev. cd. (Washington* D.C.. Na- 
tion^ii Association 0/ College and University Busings 'Officers; I9fi). 
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Lia]|iilities and Fund Balances 

Current Funds 

y = * /Current Year 

Unrestricted ^ / 

AccountrpayaHlc^...J / * $ 125,000 

Accrued liabilities 20,000 

Students' deposits , 30,000 

Due to other funds 158,000 

Deferred credits 30,000- 

Fund balance 643,000 

\ Total unrestricted '.' ' 1,006^00^ 

-'.Rcstncted 

Accounts^aylole „ 14,000 

.^-Pund'^alances ..A 44^*000 

Total restricted : j^^^^^^ 

Total current funds 'l»46 6,000 

Loan^Fu^s 

Fundrailance^ 

Ujp government grants refundable t 50^000 

Uravefsity funds 

Restricted : ;* 483,000 

Unrestricted ^ 150,000 

Total loan funds 683,Oo6 

Endowment and ^imilar Funds - 

Fund balances . • 

Endowment 7,8Q.a;000 

Term endowment .: 3,840,000 

* Quasi^endowment— uftres^icted „„,.,^„„.\ : 1,000,000 

Quasi^endowment—resjrlcted .....^.....^ l,36rf,00O 

, ' Total endowment and ^Irfiilar funds..., _1 4, 000,000 
^- / " ''^ o — 

' 66 ■ . 



Prior Year 



$ '100,000 
' '15,00a 
35,000 « 
120,000 
20,000 
455,000 
745,000' 



5*000 
421,000 



_J26j00O 

U7ir;m 




33,000 

, 369,000 
100,000 
502,000 



6,740,000 
3,420,000 
800,000 
941^000 



11,901.000 



<Continued)\ 
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Exhibit Ta (continued) 



Assets 



Annuity and Life Income Funds 

Annuity fu&s • 
' Cash , 

Jnvotmcnls 

Total jmnuity funds ... 



ai ;^n 
Life income fund^ ♦ 

Invesimcnls ^ ' 

Total Hfc income funds 

'Total ailnuity and life incc/fnc funds. 



$ 55,000 
3,260,000 
' 3,3I5,00a 

15,000 
2,045,000 ' 
* 2,060,000 
'5,375.000 



. $ 45,000 
J^010,000 
^ 3,055,000 

^ 15.000 
_ 1,740.000 
_I755,000 

4>10.000 



Plant Funds 

incxpcndcd / 

C'lsh ^ 

Investments < ^ 

t.^^^^Si^"^*^*^^^^'^*^^^^ current fimds . 

Total uncxpendcct . . c. . 

^ Rt^pewals and replacements 

lish ... \ : • 

investments . „. / , 

'ibcposits with trustees.."^.,. 

^uc from unrestricted current funds 

Total renewals and replacements-.. 

Retirement of indebtedness , 

cish r. ^ t.. 

Deposits witb trustees./.'. j..^ 

I Total retirement of indebtedness.. 

I * J • ' 

l5ivi;stnient in pl^nt * ' 

u|d. [ 

La|d. improvements ; 

, Buildings ^.x : 

Eqifipmcrtt 

IJbpry books ,7 J..,.. 

Total investment in plant*... 

TStkl" plant funcls .'. 



275,000 
l,285,00a 
150,000 



1,710.000 



5,000 
150,000 
100,000 
5,000 

76o"o"o a ' 

50;000' 
250,000 ' 
300',000 



"500.000 t 
1,000.000 
' 25,000.000 
15.000,000 
100,000 



410.000 . 
1,590,000 
120.000 



2.120,000 



4.000 
286,000 
90,000 



380,000 



^ 40.000 
253,000 



ji,6oo.aoo 

43,870,000 



293,000 



500,000 
1,110,000 
24,060,000 
14,2QO,0OO 
.80,000 
39,950,000 
42.743,000 



Agency i Funds* 

Cash , I 

Investments ..: 

' Total^gcncy funds*^. 
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60,000 



70,000 
20,000 
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Liabilities* and Fund Balances 



Annuity and Life Income Funds ' 

Annuity funds 
Annu^tIe^ payable 

Fund balances 

Total annuity funds 
Life income funds " \ 

^ liKome pa\ able , 
' \ und balances 

lotal life income fimds . 
'Iotal-annujt> and Jife income hinds 



Plant Funds 

Unexpended -* 

Accounts pa>4ible ■ ' ' 

Notes payable " 

Bohds payable . . 

Fund balances 

Restricted ; . . < 

Unrestricted 

t Total unexpended 

♦ Renewals and replacements 
Fund balances 

Restricted 

Unrestricted L., , 



S 2.150,000 
1,165,000 
3,315.000 

5.000 
2,055,000 
2,060.000 
5,375.000 



"10.000 
100,000 
' 400,000 

i,oocfK)ob 

200.000 
1,710.000 
f 



25,000 
235,000 



Total renewals and repl,ncements.. 260,000 

Retirement of indebtedness * ' " 
Fund- balances 

^f^^''^^^^^ 185,000 

Unrestricted ^ I _ 

Total retirement ^of indebtedness.. ^' 300,000 

Investipenf in plant ^ • 

Notps payable... L' ; ' ^^q^^qq . 

Bonds payable , ; 2;200,0Q0 

Mortgages p^yabI6 : \[ . 400,0.00 

^Net investment in- plant......... * J|2lo!oOO 

Total investment.in plant a : J^I,600,000 

. ' • Total plant funds...-: _43,a7aoob 

Agency Funds. 

Deposits held in custody for others.: 110,000 

Total agcricy fiirfd^ 110,000 



S 2.300,000 

755.000 

3.055.000 
i» 

5.000 
1,750.000 
; 1.755,000 
4,810,000. 



1,860,000 
260,000 
'i^^l 20,000 



180,000 
200.000 



3^ 



380,000 



125,000 

^1.68,000 

293,000 

'810,000 
2,400,000 
200,000 
Ji6,540j000 
_39,95Q,000 
42J43,00a 



90,000 
^0,000* 
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Statement of Current" Funds, Revenues' 

".,*»•■' 

Year ^nded June 30/ 191^ 



Revenues' . 

' Tuition ^ 

ations .....a ; 

appropriatibns , .V. 

appropriations - - 

'Federal grants a\nd contracts 

State grants and contraets - 

-ocal -gr^nts'anc^ contracts^ -•/... ..^.v.- 

; Mvate gifts, grants, and contracts : 

: • ndowmeht*mcome' ^.f. 

5alcs andVrvices of educational activities 

; >^cs and"services, of auxiliary -enterprises a.. 

Expircd>fct|rm endowment >. 

.Othcf^soSrces (if aivy) -y - 

^Tbtal current revenues 



^xpeMiture^ "and mafiflaiory^ fraiisfers 

E^catioiiM-^d general' 
Instriiction 

Research"..... 

Public service ...,,,1 
Acadenjic support 

Student Vdrvices *. 

Insiitutibnal slippbrt '.. 

Operalioft and inaintenahce of plant 



Scholarships and fellowships.. 

Educational and geoei'al expejiditures.. 
Mandatory transfersior: 



Principal and intc est. > ;•• 

Renewals and replacements 

Loan fund matchirtg gran^ 

Total educationaKand general.. 



♦ 1 
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Expenditures, and Other Changes 



\ 



t^nresiricted 

^$2,600 m{\ 

500,000 

' 732^000 

00.000 

r:ooo 
Mo.ooo 
5.000 
ssqfSbo 

325.0pO 
, 19X).000 
2.200.000' 
40:000 

7,540,000 



i\rrent Year 
stricted 




S '!5'75\oOO ' 

25.000 
1| 25.000 

38o.oqo 

209,000 



1.014.000^ 



Total 

S2 600 000 
500.000 
700.000 
100,000 
395.000 
35.000 
30.000 
1,230,000 
' 534.000 
■ 190.000 
2.200.000 
* 40.000 

8.554,000 



. Prior 
' Yeai; Total 



S2,300?000 
500,000 
700.000 
100.000 
.350.000 

2oo,pod 

45,000 
1.190,000 
500,000 
195,000 
2.100.000 



8,180.000 



2,960,000 
^ 100,000 
130,000 
- 250.000 
200,000 
450,000 
220,000 
90,000 
4,400,000 

90,000 
100,000 
2,000 
"4,592,000 



489.000 
4OO4OOO 
;25,000 



_^1 00,000 
1,014,000 



1,014,000 



3,449,000 
5pO,000 
l!55,O0O 
250,000. 

*26o.ooo 

450,000 
220,000 
. 190,000 

75,414,000 

r 

90,000 
100,000 
2,000 
5V606,(i00' 



3,300,000 
650.000 
175,000 
225,000 
195,000 
445,000 
200,000 
180,000 • 

5,370,006. 

50,000 
80,000 

1,500^00 
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Exhibit 1b (continued) 



Expenditures and mandatory transfers {cont'd) 

-Auxiliary enterprises 

Expenditures ... . , , 

Mandatory transfers Tor: >' 

principal .and interest. 

Renewals and replacements , ... .... . 

Total auxfliar)' enterprises.... \ 

Tojal expenditures and mandatory transfers. . 



Other transfers and additions/ (deductiorts) 

4 Excess bf restricted receipts over transfer^ to revenues.. 

Refunded to grantor^ 

Unrestricted gifts allocated to other funds.... 

Porrilin of quasi«endowmcjit gains appropriated 

Net increase in fund balances 
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X. 



Current Yc«r 



Unrestricted 

250.000 
70.000 
2.150.000 
6,742,000 



Restricted 



1. 01 4.000 



1.830.000 

250.000 
7i).000 
2.150.000 
7.756.000 



Prior 
Year Total 

1.730.000 

250.000 
70.000 
2.050,000 
7,550.000 



(650.000) 
40,000 /^ 
188.000 



45.000 
• (20.000) 



^ ; 25.000 



45.000 
(20.<J00) 
(650.000) 
. '40.000 
" 2t3.d00 



'40.000 
(510,000) 
"160,000 
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Blildnce bheetb are frequently more helpful when used in conjunc- 
tion, with other fiscal reports or knowledge. The single most impor- 
tant exhibit overap in a typical financial report is the statement of 
changes m funds. Exhibit lb. which works directly with the balance 
sheet, ^hows flows in and out (rather than,,balances) and monitors 
the sources and uses of funds and some of the relationships 
involved. It reveals overall dependencies on certain sources of in- 
cume and the greater dependencies on some activities compared 
with others. Ai-cidents of outside interest, legislative or private, of- 
ten tend to make some marginal activities less sensitive to economic 
vicissitudes than the heart of an educational enterprise, and this 
can • most often be seen in the changes in funds. 

Looking at another exhibit of a mythical enterprise (Exhibit 2). 
a thanges-in funds sfatement in conventional matrix format, one 
i.an see the principal limitation immediately. It does not ^ivfe prior- 
vear figures and thus is less informative about the year-to-year 
pattern. However, it is much more informative for internal analysis 
of what kind of money is used fbr what and where some of the 
trade-offs may be. For* instance, students can see instantly that 
since they pay only S2.600.000 in tuition and fees, their educational 
experience, costing $5,414,000. is being heavily subsidized, partly by 
^ state appropriation of $1.300.00Qi partly by private funas of 
$850,000 not res^tricted to specific other purposes, and partly by an- 
otfier S549.000 in investment incorrie. (Some of these funds go into 
activities other than the direct educational experience— non^pon- 
sored research, for instance— but given the apparent size and char- 
acter of this, my thical institution, it seems likely that virtually ali this 
money, if well spent,, Subsidizes their experience directly or indi- 
rectly:} . ' . 

Faculty members might conclude from the same figures, in a situ- 
dtum in w hich more money is needed for more or better-paid faculty, 
that since there are surplus loan funds for students, tuition could in- 
crease at a more rapid rate. (We do not. of coucse. know hgw fapid- 
Jy it has been increasing.) Given the general situation in this case, a 



Whatever the kind of budget* it must be placed in the 
context of a number of years and the process of change ^ 
and refinement of format and approach from year to 
year that ahnost every institutional budget has been 
going through recently. There are periodic or cyclical . 

distortions, such as a program or publication that 
occurs only every three years, and noncyclical changes 
in^cl^ssification and aggregation. The only way to spot 
these changes in a budget is to look at a series of 
ann&al budgets together. 



surplus of $188,000 in unrestricted funds for the year, and a ,tradsr 
fer far the same year of $550,000 of unrestricted funds into desig- 
nated endowment (where it is theoretically reachable eithei;,for un- 
restricted income or principal), there should be no extra pressure 
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on tuition. Obviouslv the transfer toGiidowment is one of those pres- 
ent-future decisions that might be part of any bruad financial dis- 
cussion with the faculty. (There are. it must be 'added, other rele- 
vant factors not recorded m this exhibit, notably the need to in- 
crease an endovyment at the rate, of inflation if it is to do the same * 
job next'year that'it is doing this year.) * 

The NCHEMS rflanual Also offers Suggestions for' other more 
detailed exhibits on sources and uses of funds, particularly current 
operating funds. To supplement all these basic reports \arious insti- > 
tutions use other Hisplays, many involving not only accounting but \ 
also analytical efforts, but these supplementary exhibits are too' 
various to discuss here with any specificity. While the\ sometimes 
generate useful information fur faculty members, more often they 
simply lead to othef efforts tu get more useful data. Many ane de- . 
signed to llustrate major trends and concerns, such as percentages 
of increaie and decrease in income -and expense categories over a 
period of years. 

»Used outbf context without a careful review of assumptions and 
qualifications, particularly when trends appear to be indicated, 
-they can lead to totally erroneous conclusions. The best course is to 
consult not only the authors of such displays bCit other more objec- , 
tive analysts to -make sure of their meaning. A jamp i^i the payroll 
may me^h more employees or higher pay. but usually a concealed 
mixture of both. An increase in the faculty pay roll greater than tnat 
•for other professionals may mean merely that librarians are being 
included in the fa.culty payroll for the first time.' It is better to look 
for questions to ask in examining these exhibits and schedules^ than 
for conclusions to draw, *c 

*The other published information for faculty members is iti what-^ 
ever budgets'may be available. There is never likely to be^ul[ficient 
standardization of the budget documey:its or processes of hignei^ed-" 
ucation to permit a simplistic discussion of the subject, but some 
general observations may be helpful. 

•First, it is safer and easier to read a departmental budget than an 
instituttonal budget, and it is evert ^fer and easier to read a subde- 
partmental budget. The higher the sckle of aggregation,, the more 
concealed the significant specific decisions and transactions. Ag- 
gregation is necessary to understand the whole of an institution and 
develop or Comprehend an overall strategy, but the oldest friend of 
accuracy at, high levels of aggregation, compensating error, is also 
the most unremitting foe of good analysis and understanding of the 
specifics in a budgets 

Seq^pnd. there ar*etvyo laasic ways to construct a budget: by object 
categories of income and expense by organizational unit, or by allo- 
cation ti all income and expense to functional programs. There are 
infinite variations and combinations, but generally, the smaller, the 
simpler, ari.d the more precise the programs in,volvQd, the easier and 
moje useful it is to construct a program or functional budget. On the 
other hand, the larger, the more complex, ^nd the more overlapping 
the activity, the more likely it is that traditional budgets using object 
categories of expense arfd income by organizational unit will be 
nereded for both analysis aad control. Theoretically one should be 
able to do a program budget for even the most complicated institu* 
tion, but it would nec^ess^rily depend on a-host of more or less rough 
assumptions about how faculty salaries are divided amojig func* 
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Hons, where research or instruction or public service or consulting 
time begins or ends, how laboratory and other facility costs are alio-, 
rated a.mong specific functions, andother subjects aboiit which pre- 
, cisely quantified measurements cannot be made without spending 
^ inordinate amounts of money... and sometimes not even then. 
NCHEMS has created a program expense budget for a nonexis- 
tent and not very complex institution it calls MICRO University II. 
ExhihjtS shows MICRO U*s institutional summary and the NCHEMS 
apop^ach to program components. Bpth are derived by formulas 
that allocate all expenses, accumulated or predicted, through con- 
ventional accountin^and analysis. For faculty members concerned 
with the here^and nqjv. the program approach and its assumptions, 
whether written iij^to model simulation formulas or not. will be tough 
and frequently unprofitable going. So will the conventional budget 
,of ahy reasonably complex institution, but a conventional budget 
will at^east be directly verifiable and reconcilable without the inter- 
vention of somebody else's usually unproven assumptions. A faculty 
member in any institution of any size or complexity would do far bet- 
ter with a traditional budget than with the NCHEMS variety, which 
really is shaped^to meet the cjemands of state budget officers and 
legislators rather than informing about institutional trade-offs. 
' Whatever the kind of budget, it must be placed in the context 
of' a number of years and the process of change and refinement 
of format and approach from^ear to year that almost every institu- 
tional budget has been going through recently. There are periodic or 
ryclica^distprtions, such as a program or publication that occurs 
only every *three years, and noncyclical changes in classification 
^ andaggregation. Every time a Category called "other*' gets up to a 
sizeabla percentage of the wRble, for instance, it needs to be split 
out and handled s^eparately. In that case "other" is not decreasing, 
It is being;pedefined. In thfi energy crunch/ the dollars in "other ' 
have ^iterally tfiken a real downturn, but have been more than 
romp^sated for by^a new, separate, and ominous category for utili- 
ties. The only way to ,spot th^se changes in a budget is to look at a 
series of annual budgets together. One hears a lot aboiif zero-b^se 
budgets, and they chn be usefpl analytically when an institution 
faces disaster or revamping, but most useful budget discussions 
concentrate on the margins, the increments, and <iecrements. \ 
. None of these published^documents and very few of their support- 
ing workpapers really illufnihate any but the largest trade-offs and ' 
relationships. They do, however, indicate the broad oufline of th&fi- ' 
nancial life of the institution and the play of the various sources of 
income on'expense patterns. Their real function is to give the iijter- 
ested faculty m,^er a general notiofi of .where the institution 
^ Stands financially a^nd whither it is tending. Somewhat less reliably, 
the documents in^cat^e overall financial strategy of the trustees 
and adni|nistrati%r§nd the relative allocations to the various ^ses, • 
Finally, one finds in the documents clues about less cosmic relation- 
shif)s and trade-off3, clues that can be tei;ribly misleading but at 
least open up the questions involved. Those questions will only be • ' 
/answered satisfactorily by continuing communication between fac- 
ulty members and admmistrators on the basis of earned trust on 
both sides. It is the unequivocal conviction of Change's Panel on Aca- 
demic Edonomics that this circumstance of trust lies at the center of 
a fruitful budget collaboration by the major campus constituencies. 
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Who Makes What Decisions? 




Conflicting ofgdnizationqi pressures in academic institu- 
tions must be resolved differently than those that arise in 
organizations based on industrial and hierarchical mod- 
els. Nor is the. industrial union model adequate, fo; aca- 
demic institutions. With or without colledtive bargaining, ' 
the faculty's besj hope"*in helping determine its future lies 
in the principle of shared authority. 



SO 




1 HE MODERN AMERICAN UNIVERSITY, AND, PARTICULARLY 
the large state-supported institution, is a formidable^bureaucracy 
with all the advantages of prganizational size— aa weU as the curse 
of bigness. In its pristine fofnit.efs B, Alden Thresher of MIT has* 
noted, it is a pyramidal strilctute with sharply defined limits of au; 
thority and responsibility. Power flows from the top down. Informa- 
tioH may flow from the bottom up, but seldom policy, initiative, or 
wisdom. The modern university was bi^ilt on \l\e conventional notion 
that students are there to learn, professors to teach, and adminis- 
trators to govern. Let no one cross these jurisdictional lines. 

The. university president sees ^himself—and likes to see 
himseifZ-as the inqarnation of the institutioru^Constrained to deal 
with Amltiple ^constiluencies vrithiji and without the university, he 
must be the man for.all seasons who alone can articulate the central ^ 
values of the institution he represents. He must, as Clark Kerr ob- ' 
served, be a/*friend of the students, a colleague tq the faculty, a/ 
good fellow with the alumni, a sound administrator With the trustl 
ees, ^ good ^peak^r wi^th the public^ an astute l^argainer with tne^ 
foundations and the federal agencies, a politician with the state leg- 
islature, a friend of industry, labor, and agriculture, a persuasive 
diplomat with donors, a champion of education generally, a sup- 
porter of the professions (particularly law^and medicine), a spokeis* 
man to the p?ess^ a scholar in His own right, a public servant at the 
state and na ional levels, a devotee of opera and football equally, a 
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^derent human teing. a good husband an/father. an active member 
of a church/* He must even enjoy -traveling in airplanes, eafing his 
meals in public, ahd attending public ceremonies/* 

Given the conflicting pressures exerted by these multiple consti- 
tuencies. the pl-esident feels t|iat he, alone, with the assistance Of the' 
officers of fhe centraJ administration, can make the compromises, 
adjustments, and accommodations necessary to accomplish the 
overall institutional goals of the university. Discussion, consultation, 
and debate may be helpful— faculty advisory bodies da have a 
role-rbut the authority and responsibility for final decisions must 
. always rest with 'the central administration. 

Thus the hierar<:{iical model is not uncongenial to the -adminis- 
tration. Furthermore, the faculty does not necessarily object. Many 
professors are perfectlyr^content to let the 3dministratfon-the 
"money men" --worry abOtH funding the university so fong as the 
faculty are left free to^ursue their teaching and research. The 
typical professor is cdiicerned not with where the money comes 
from, but with getting his share of it. A professor's loyalty, if any. is 
not so much to his institution as t6 his profession. In the final analy- 
sis. the professor does not identify with the university as an organic, 
zation whose survival, development, and growth have a significant 
effect on his or her personal^success as a scholar, but rather re- 
gards It as little more than a convenient, and possibly transient, m- 
frastructurc for professional pursuits. 

This hrerarchfcal modeU whatever its worth in the past— came 
under increasing criticism and attack in the late 1960s, when facuU 
ties, like other constituencies in the urfiversity communityrbecame 
rHurtant tp let the administration govern while fhey confined them- 
sHves'to instruction. They began to voice demands for increased- 



The typical professor is coitcerned not with where the^ 
money comes from, but with getting his share of it. A 
professor *s loyajty, if any^is not So much to his institution 
as }o his profession,4tfth9 final analysis; the professor ' 
dbes not identify with theoiniVersity as an organization 
whose survival, development, and growth-have k 
significant effect on his or her pers^onal success as a 
scholar, but rather regards it as little more than a 
, converiiefit, and possibly transient, infrastructure 
> for professional pursuits. 



participation in gojfernanoe. for '^a piece of the action/* Jhis be- 
f^ame mor6 pronounced in the early 197ps as declining enrollments 
the ravages of inflation, and less generous outside support brought 
the recession to higher education. Administrators began to embrace^ 
a variety of ha^d-nosed stratagems to deal with new financial reali- 
ties Some proclaimed a need for greater faculty productivity and ' 
accountability fa topic distussed during the salad days, sotfo voce}. 
Others experimented with hiring freezes on appointmehts. Still 
others imposed rigid teijure quotas. Finally, some administrators 
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. . threatened with what th^> considered impending financial disas^r, 
dis^nissed tenured members of the faculty and in a few cases abol* 
ished the tenure system. altQgeAer. Financial stringency here be- 
^ ^ came the cloak for hasty, peremptory, often ill*considered adminis- 
trative decisions—or, more precisely, administrative fiat. The clas- 
sic example, of course, is the Bloomfield College case, when, with a 
* bold stroke of the pen, tenured professors were fired and the tenure 
system abolished and replaced by a system of one-yedr terminal ap- 
pointments—all in the name of financial exigency. The administra- 
tive decision was overturned by the court, which noted thaj/the ad- 
ministration's "primary objective v^as the abolition of renure at 
Bloomfield College, not the alleviation of financial stringency." 
. While it would be^inaccup^te to suggest that the administj 

actions of Bloomfield Colfege are in any way typical of coUesps and 

t. un<versities, there is sufiFicient evidence of administrative excesses 
dOoSstbusap? adminisU^tive discretion to suggest that these may ex- 
plain^w^y factdty^em^e^:^ in ever-inc'reasing numbers are begin- 
ning to reject the managerial or corp6rate model of academic gov- 
ernance. Indeed, many have-decided that full-fledged participation 
^ * in the governance prx)cessmus.t be achieved as a matter of statutory 
right rather tnan as a privilege atcoryecf by administrations. These 
/ *h^jfaculty have thefrefore ^turned to collective l^argaining, and some 
^gve^even embraced the mos^ exti^eme, adversar^v type of such bar- 
' ' Vg^rmjiig; _ . . \ 

The AmejTican Federation of Teachers is the protqtype of this ex- 
treme. In its view,.."The American university has a peculiar struc- 
ture. Engrafted on i^ educational eleiti^nt is the corporation. The 
Board of Directors is the'B^ard orTrus^e^s; the managers are the 
presidents and the host of deans. ItX3,tKese groups that wield the 
povver and authority^ and determine the destiny of a university. To 
^ be §ure, they have woven a web of facility senates and councils 
which simulate'the original role of policy making thaf iinistersity fac-, 
ulties once had. The acfvisory nature of these bddies provides ti^em 
^with some active fole in curriculum and student affairs, but virtual- 
^ * ly no part to play in securing the*necessary finances to provide pro- 
^ fessional salaries, workload, and working conditions.'' Collective 
. . -bargaining, say^ the AFT, is the only "proven process for giving em- 
ployee^iSLc^ blue-Collar, white-collar, and professional— a real voice in 
^ policy oiialcing^^ for redressing the imbalance in bargaining power 

between faduUy and administration; and for achieving "truly pro- 
fessional concjitipns." The AFJ ^ays that the great virtue of.^collec- 
^ tive bargainingns that it matches power with power. It, may function 
in an adversary setting where professors as employees engage their 
, administrators as^employer&i fiut the- end result Js, to remove the 
' "cant and "hypocrisy^' of intramural faculty orgamzatipup and give 
* faculty a. real voice in deh\ocrat4c self-government. • 

The^industrial union model undoubtedly provides some benefits to 
an orgamzed pfofessoriat. A collelS^e bafjgaining contract affords 
» • better protect-ron against arbitrary\c^pricious, or discriminatory 
^^^administfation than a policy ^tatemeW adopted unilaterally by the 
r ^rfdministrative powerstructure. For erample, policies on academic 
*4i»eedom unilaterally prortiulgafed by Idti^inigtrative authdrity can 
be unilaterally y^ritlidrawn by the same authority -j-erspecially in per- 
^ " ' iods of ecdnomic gr political turmoil when slifih protection is needed 
mqst. However,, dbllec^ye bargaining rnpy alsojresult in visible. 
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l^^,!n!","n ^"i^ ^?^^ spectacular economic gains for the 

faculty. One dramat^ic exam^e is the^urvey of Michigan some years 
ago showing, in a ranking according to salaries, that 7 of -the top 10 

'^"'"'^^"^^^^ most of which operated 
under- facultjtunion contracts. t-o aicu 

Neverthel.e% the industrial union model does not cope effectively 
witti twomajofproblemsr-evenbeyond^the ivory tower. First, spec- 
tacular econorpic gains for the' union members may .be produced 
only at. a high price in terms of total employment. A classic case in 
point IS the United Mine Workers Union. Which achieved substantial 



y The modern American university, and 
particularly the large state-supporWinstitution, is a 
formidable bureaucracy with all the advantages of • 
organizational size- as, well a^ihe curse of bigness. In its 
pristine form, as B. Al^en Thresher of MTT has noted, 
it is^yrainidal structure With sharply defined lunits of 
auWorjry and responsibility. Power flows from the top • 
down. Information may flow from the bottoji up, but 

seldom policy, initiative, or wisdom. The modern 
-university was built on the conventional notion that 
4 students are there to learn, professors to teach, and 
;> administrators to govern, let no one cross these 
" . jurisdictional lines. 
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mcreases in wa^s and fringe benefits during the 1950s while its 
membership dwindled from more than 500.000 to roughly 140 000' 
John L. Lewis, when pressed by rank-and-file to fight for a $2 per 
hour wage increase at the UMW convention in 1948. had predicted 
his. I can do it he told his mpn. "but some of you vyon't be around 
to enjoy the newly acquired affluence." He understood, as militants 
sometimes do not that the wage pie-at a point in time or in the 
.short run-is fixed, and that higher wages canie had only at tlie 
cost of fewer workers. Professors might consider this when they 
boa^t of economic gains fofWaHished insiders without considering 
the price paid% potential newbWrs who may find job opportuni- 
ties curtailed as a result. 

Second, the industrial union mbde.lVnay fail to secure for the em- 
ployees meaningful power overthe direction of the corporate enter- 
prise. The United Automobile Workers Union/ for example,- has im- 
pressive clout at the bargaining table and 6an boast. of great eco- 
nomic gams for its members, but certainly heis.'not been able to influ- 
ence the price at which General Motors sells its cars, the kinds of 
cars GM chooses to produce, or the location of GM factories. These 
managerial prerogatives are jealously xeserved^?, the private do- 
main of the corporation's directors and managers. Similarly, ij aca- 
deme once the industrial union model.is embraced, a dichotomy is 
immediately created j?etw«en "empldyees" and "emproyers." Pro-- 
fessors may the? negotiate with the administration about salary 
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M.ales, workluddb, and grievance* procedures, but if the industrial 
uniuji experience holds, they may forfeit their right to participate^in 
V determining the overall goals of the university, in setting its priori"* 
iK^b.and m selecting its principal administrators. In short, the facul- 
t\ union may have a powerful voice in how the salary portion of the 
budget shall be distributed, but.it may force the faculty to forego 
whatever puv^er it has (or could obtain) to influence the overall allo- 
cation of the university's resources. This is a loss of critical impor- 
tance, a sacrifice of the most basic power that can be exercised in a 
university or any organization. * 

The shared authorit\ model of university governance overcomes 
^he inherent disadvantages of both 'the Hierarchical and industrial 
i^ioii models. The shared authority model rejects the assumption. 
ba\ic to the other two. that there is a sharp dichotomy between ad- 
miimtration and fax.ult>. as well as thjs potion, basic to the hierarch- 
ic al nnodel. that meaningful coIlegiaUty can be maintained where 
professors merely teach while administrators govern. The shared 
tiuthonty approach obviously turns away from the assumption that 
facultiet can obtain their rights only by confronting power with 
power lAan adversary framework. Instead, it is bpsed on tha-^pp-^ 



Maximum faculty participation in decision making, 
pairttcularly in cases of financial exigency, shoidd^be. . 
, standard practice.^ Such participation tends to assure , 

tl^at tne educational implications of decisions will Jjje 
fully expbred and considered; that the'best professional 
judgment will be used to detcflrmine which reductions - 
are least lUcely to damage the long-run objectives of the 
universityAhat procedural an^I substantive due process 
for the individuals concerned will be respected; and ^ 
that the bona Qde nature of a financial crisis will be 
demonstrated before drastic action is taken. 



osition— ostensibly idealistic, but in fact pragmatic— that the cen-" 
tral values of the university can be advanced only where there is a 
commuti^ty of interest between administration, and faculty; where 
. power and responsibility are shared in an atmosphere of civihty and 
cooperation, and where there is effective collaboration between 
*. , equal partners in the decision-making process. 

It must be stated that shared authority means faculty must haVe 
an increased voice in the budgeting process and participate fully in 
^ the central allocation of the university's scarce resources,' because , 
this IS the university's value system, the ordering of priorities, and 
.the uhimate exercise.of power. As the American Association of Uni- 
versity Professors put it (in a statement jointly formulated with the 
American Couhcil oa Educatioi) and the Association of Governing ^ 
Boaitls of Universities and Colleges). *The faculty should partici- 
. pate both in the preparation of the total institutional budget and 
^ (withm the framewo^'k of the. total budget) in decisions relevant to 
the further apportjpning of its specific fiscal divisions (salaries, aqa- 
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demir programs, tuition^^ysical plant and grounds, etc.}. 
^Thi^ soundness of resulUng decisions should be enhanced if an 
elected representative committee of the faculty participates in de- 
ndrn^' on the overall allocation of. institutional resources and the 
proportion -to -^be devoted directly, to, the academic program. This 
committee should be given access to ail information^^hat it requires 
to pei'form its task effectively, and it should have the opportunity to 
ronfljr periodicallv^ith representatives of the administratiojt and 
governing board, SucKan institution-lever body, represenjta^ve of 
*the entiro fariritv.-can play an important part in'mediatingtlre fi- 
nancial needs and the demands of different groups within the facul^ 
-tv and can be of significant assistance to the administration in re- 
solving impasses which may arise when a large varidty of demands 
-are made on neressarilHimited resources- Such a body will also be 
of mtiral importance in representing faculty interests and inter- 
preting theneed^ of the facultv to the governing board and presi- 
dent. 

Circumstances of ffnancial exigency obviously pose special prob- 
lems' As the AALT statement observed. '*At institutions experienc- 
ing major threats to their continued financial support, the faculty 
should be informed as early and specifically as. possible of signifi- 
cant impending financial difficulties. The faculty— with substantial 
representation from its nontenured as well as its tenured members. 
Hinre it is the former who' a re likely to bear the brunt of any reduc- 
tion—should participate at the department, college or professitoal 
school, and institutionwide levels in key decisions as to the future of 
the institution and of specific academic progranris witftin the institu- 
tion The' faculty, employing accepted standards of^ue process, 
sh-ould assume primary responsibility for determiningthe status of 
individual faculty members. The faculty should play a fundamental 
role in any.decision that would change the basic charactei; and purr 
poses of the institution, including transformation of the (nstitutiop! 
affiliation of part of the existing operation with another institution, 
or merger; with the resulting abandonment or curtailment of dupli- 
' catc programs." . . 

* Maximum faculty participation in decision making, particularly 
in rases of financial exigency* should be standard practice. Such 
participation tends to assure that the educational implications of 
derisions will be fully explored and considered; that the best profes- 
sional judgment will be used to determine which reductions are 
least likely to damage the long-run objectives of the university: that 
procedural and s.ubstantive due process for the individuals con- 
cerned will be ;-espected; and that the bona fide nature of a finan- 
cial crisis will be demonstrated before drastic-actiwi is taken. 

If the principle of shared authority becomes the central operating 
principle of governance, both, the administratfon and the faculty 
^tand to benefit. The administration, by informing the fatuity 
through s full disclosure of relevant facts and involving the faculty 
in the difficult choices that must be made, exercises leadership 
through persuasion rather than command and gains faculty sup- 
port for decisions^that might otherwise be unpopular or unpalatable. 
In effect, th'e faculty is co-opted into stipporting decisions its own 
representatives ^Helped make. Similarly, professors, with ac- 
cess to informatioln custbmarily ^denied them and an opportunity to 
affect major decisions with theif uniqu^perspectives. insights, and 
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valuer, cin^ placed iir the fortunate pos*itfqi> of having to support apd 
live with not dutisiont> made bv others and passed duun fpom a^ovfe 
••butdjuybii^b^Uie fdCli}t\ t^eJUbeUeb have^helped make as partners 
witbin-g^democraticij^ovver s(ru9ti^re'/'- ^ ♦ o . " ' 

Seen frtim/tli^se perspectivesrthe cufr^ejit debate over collectfc^e 
barg^ijftgnn higlicr ^tfiicajtiorf losVs much of its ^levarfcetCullec^ 
ti^^6oargaining becomes a rheahs to an e.nd r ather thah an enJlni^ 
self, rh somt^irtstitutions w heraiher^KIera r i^hrca f Wdll^s ^till in 
fuEte.j:.oliei^ttve tiafg^irangrtra^ \he besVtechniquQiai' estlbfish- 
ing 'shared jiulForitv'In. SStitufiohs at ihejmoSt^ldvaiiced (gtag'e ot 
ddministrativ^^^j^kitiop<collectiv(3 bargaiDritig^mdb^. b^wj^ll^^super- 
fluuus. In anv Case? vwil^^-^^l^ctive b^;DSinmg becogies part oRhe'^ 
^uvernancaproces^ it is crucicil itwf It^o tbe^rtght W bargain- 
in^. based nn the ^twr^ed.authorit>4)rinci{Dle rather *tfen the^d^er-^ 
sary. industrial-unim;( ixiod^lv'' . ' • ^ o*^\^o ^ 

\Vith collective bargaining in some institution^* without collecfiva 
bargaining in others, the pVincipibfoE shared, .authority ©ffer* the 
best hope, for civilized g0\4^nanbe in Ampric^n higher education. It 
^ Is based' on the fundamental aead^mc vaJuea^of -dbllegiality and 
cojihmunit> g^f interest between administration and facirity.^as w^ll 
ah on the precept of democratic partiqipa^on.in ciecfsipn makiftg. 
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